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SUMMARY 


Prof. R. S. Sayers ended his article on « The Development of British Monetary 
Policy, 1951» in mid-February 1952; later developments, and more especially the 
further rise in interest rates, which have since occurred in Great Britain, are therefore 
not considered in his text though they are envisaged in his forecasts and general line 
of approach. The article deals mainly with the subject from the technical standpoint; 
and offers a summarised description of the general mechanism of the «control of 
borrowing and investment » since the war, of the part played by the banks — which it 
is difficult to assess in precise terms — and of the measures taken after the change of 
government in the autumn of 1951. 

These measures — in the opinion of prof. Sayers — have marked « no revolution in 
policy »... «no overturn of the ruling doctrines». «Far from beeing a restoration of 
the ” normal” » they « are without precedents, and in particular the continued reliance 
on official controls and exhortations can hardly be described as the restoration of a 
normal market ». This holds true also of the further rises in interest rates in March 
1952 which, though represent’ng a further moderate step away from extremely cheap 
money, have not upset the fundamental character of the policy that « remains essentially 
the old one of credit discrimination ». 

With two qualifications, however : 


(a) «in one respect at least something like the normal pattern has been restored, 
and that is in the liquidity position of the commercial banks... It is primarily by the 
restoration of the 30/70 ratio that the authorities have put teeth into the control of 
bank borrowing... By comparison with this tightening of contro] of lending, the rises 
[that occurred until February] in interest rates are probably of trivial importance in 
checking the money demand for goods and services or in stimulating saving — in 
checking inflation, that is to say »... 


(b) Moreover, the new technical changes have «cleared the decks» for radical 
action and shaken « the markets into a new flexibility that permits the reversal of the 
cheap money policy, should the authorities finally elect such a revolution »... 


The discussion on the advisability of such a revolution goes beyond the technical 
limits of Prof. Sayers’ paper. Nevertheless, he states quite clearly that «a number of 
developments in the course of the next year or so will force the authorities to take 
further steps in one direction or another »; for « successful as it has been so far, this 
equivocal policy of reducing liquidity without a substantial rise in interest rates cannot 
continue for long»... And the dear money alternative is hinted by Prof. Sayers in 
references that might seem to have not a purely neutral meaning: 

« There are substantial arguments against a high level (of interest rates) — argu- 
ments very like those that prevailed in 1945. On the other hand, much administrative 
difficulty would be avoided if all capital construction plans were drawn up on the basis 
of a 7 per cent long rate instead of a very much lower rate. The effects on savings 
should also be carefully considered: there has been a great redistribution of income 
since interest rates were last sufficiently high for savers to notice, and with an altogether 
higher rate a ” savings drive” aimed at the smaller income might have spectacular 
results. It may even be that a high interest policy would make possible an actual 
expansion of investment programmes — an expansion Britain sadly needs. At least it 
should help to reduce the array of administrative controls and ” hints from headquarters ” 
on which the system of today depends — and depends at least as much as it did a year 
or sO ago». 


** * 
Prof. Mario Bandini gives a comprehensive picture of the « Land Reform in Italy » 


— now perhaps the problem of greatest interest for Italian agrarian policy, and one of 
the most important for the general economic policy of the country. 





The Author, who has followed closely all the phases of the legislation on this matter, 
first as secretary of the Inter-Ministerial Committee and then as head of the Special 
Bureau for Land Reform set up by the Ministry of Agriculture, gives first of all an 
informative account of the underlying economic and political-social motives; and then 
he illustrates the three Acts under which the Reform is being carried out (the so-called 
« Extract Law », and the two special Laws for the Sila and for Sicily) and summarises 
the regulations concerning the establishment of the Land Reform Agencies. 

The article concludes by an examination of the technical problems arising in the 
three main and successive phases in the implementation of the land reform: expropria- 
tion of the lands; their subdivision among the peasants and land improvement works; 
and the final stage of technical and financial assistance to the new farms. 


** * 


Prof. J.S.C. Wilson, in his article « The Operation of Australian Central Bank 
Controls », outlines the evolution of the Australian credit control mechanism until to 
day; describes its modus operandi and the complex variety of instruments at disposal 
of the Central Bank (« special accounts»; direction relating to advances in various 
classes and for various purposes; control of interest rates; etc.); and discusses the 
criticisms made by banking circles who would favor a more flexible and less « authori- 
tarian » system. The emphasis placed on compulsion, however, is in Author’s opinion, 
«a necessary consequence of the relative immaturity of the Australian financial insti- 
tutions which does not allow of the adoption of the more sophisticated methods of 
credit controls worked out for the more mature economic and banking systems... ». 


* * * 


Prof. Karl F. Maier, in his article « Has Western Germany a Liberal Market 
Economy? » takes a definite stand in favour of an economic policy based on a free 
market and price mechanism, which he considers the most appropriate type of « economic 
order » for the solution of the two major problems facing post-war Germany, namely 
the development of exports and capital formation. 

The steps in this direction started in 1948 — which account, in the Author’s opinion, 
for the surprising revival experienced by production and exports — have been, however, 
halted half-way. « The problem of the development exports was solved with remarkable 
success through the mechanism of the market economy; but the problem of capital 
formation was approached by methods which suppressed the free market. Thus Western 
Germany does not have a free market economy but something half-way towards such 
an economy; and this half-way position is not liberal, and is not intended to be so. 
What it is intended to be is a social market economy, and what it is in danger of 
becoming is a centrally directed economy ». 


* * * 


« The Minimum Common Denominator» by Prof. Corrado Gini is the second of 
two articles in which the Author presents the results of his new inquiries into the 
theory and calculation of the national income. The first paper was published in the 
previous number of this Review under the title « The Mask of Government ». 
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The Development of British Monetary Policy, 1951 


by 


R. S. SAYERS 


The changes made on the British monetary 
scene after the change of government in the 
autumn of 1951 have been discussed as though 
they marked a revolution in policy. In fact 
there has been no overturn of the ruling 
doctrines. But teeth have been put into the 
old policy and by certain technical changes 
the decks have been cleared for action in 
case a radical change of policy should even- 


tually be thought desirable. 


I. 


The roots of present monetary policy go 
back to the very beginning of the post-war 
period, when low interest rates were delibe- 
rately chosen in the face of an extreme scar- 
city of capital. The reasons for the choice 
then made have never clearly emerged — 
probably public debt considerations, dislike of 
the 1920 parallel, the economic thought of the 
1930’s and political dislike of high rentier 
incomes all played a part. However obscure 
the reasons, there was no doubt about the 
policy. The technical arrangements for a com- 
pletely elastic supply of cash, whereby short- 
term rates were pegged at extremely low levels, 
were carried through without any hesitation or 
fumbling. Attempts to peg the longer-term 
rates of interest did not meet with such success, 
but the influence of the extremely low short- 
term rates was sufficiently strong to prevent 
the long-term rate from rising much above 
its wartime level of 3 per cent until 1949, 
when a precarious 314 per cent basis was 
established. This structure of interest rates was 
reinforced by the abnormal liquidity of the 
commercial banks. Until the end of 1950 their 
proportion of relatively illiquid assets — invest- 


ments and advances — did not much surpass 
50 per cent, against the pre-1939 normal of 65 
to 70 per cent. They could in effect support 
the continuing expansion of advances by turn- 
ing in to the authorities in exchange for cash 
a sufficient proportion of their Treasury Bills 
and, as long as this position held, the expand- 
ing demand for advances could be met without 
creating amy pressure on the hanks to sell 
investments and so force up the long-term 
rate of interest. They might, it is true, have 
taken a bearish view of the gilt-edged market 
and reduced their investments, despite their 
high liquidity; on the other hand, as long as 
their position was abnormally liquid a neutral 
view of the future course of interest rates 
would push them in the direction of expand- 
ing their investments. In the event, they 
appear to have taken a compromise view, and 
pressed neither on one side nor on the other 
side of the market, holding their investments 
more or less unchanged, at any rate in total, 
over a considerable period. There may have 
been some «shortening» of the portfolio in 
some years —- certainly there was during 1951, 
this tending to widen the gap between me- 
dium- and long-term rates of interest. The 
more or less neutral line thus taken by the 
abnormally liquid commercial banks probably 
accorded with the wishes of the authorities, 
and served for the most part as a steadying 
influence on long-term rates of interest within 
the 3-3'4 per cent range. 

This low structure of interest rates was 
made fully effective for much of the capital 
investment undertaken during the period: the 
Public Works Loan Board rate for loans for 
over 15 years to local authorities was only 
3 per cent, and the nationalised industries also 
enjoyed very favourable treatment. The im- 
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plications of such a cheap money policy in 
the face of acute scarcity of capital may not 
all have been realised, but at least it was 
perceived that widespread rationing of demand 
was necessary. The rationing system consisted 
partly of arrangements within the government 
machine itself, under whose direct control 
much of post-war investment has been under- 
taken, and partly by the Capital Issues Com- 
mittee supplemented by parallel « requests » to 
the commercial banks. The control thus ex- 
ercised was on raising of capital through non- 
governmental channels, and did not in any 
way restrict the spending by firms of funds 
already at their disposal. Such internal funds 
were very large in the early post-war years, 
but have been gradually running down: the 
spending of them on capital development has 
of course been restricted by controls and other 
hindrances in the way of delivery of certain 
constructional materials. The control of bor- 
rowing, by the Capital Issues Committee and 
the banks, has generally been limited to bor- 
rowers of more than £ 50,000 in any one 
year, the very large number of small firms in 
a variety of industries being thus left untou- 
ched. The control has been exercised on the 
basis of a series of directives issued by the 
Chancellor of the Exchequer, in which classes 
of capital developments to be favoured or dis- 
favoured have been described in rather general 
terms. The list has varied from time to time, 
though running right through the series there 
has been favour for export industries, fuel and 
power and other important bottlenecks, and 
improvements in efficiency in « essential » in- 
dustries, while disfavour has been shown to 
entertainment industries and, latterly, consu- 
mer credit. 

The part played by the barks in this 
« control of borrowing and investment » can- 
not be assessed in precise terms. Instructions 
have gone to the banks, in the shape of letters 
from the Chancellor of the Exchequer through 
the Governor of the Bank of England, inform- 
ing the banks of the directives issued to the 
Capital Issues Committee and requesting them 
to conduct their lending in conformity with 
these directives. There has been no check 
whatever on the banks, who have been left 
to raise with the authorities any doubtful 


cases, an opportunity that has in fact been 
much used latterly. Beyond this ad hoc con- 
sultation there has been no attempt to secure 
uniformity of practice from one bank to ano- 
ther. Inevitably there was variation, some 
banks taking a much easier view than others. 
An easy view was for a long time possible, 
because the definitions of the favoured cate- 
gories were so wide that almost anything could 
at least masquerade as essential to national 
efficiency. While no doubt some bankers tried 
conscientiously to impose the intended con- 
trol, in other banks awareness of its existence 
was not particularly noticeable among _ local 
branch managers until late 1950 or early 1951. 
About this time the banks were, it is generally 
believed, called sharply to heel by the authori- 
ties and during 1951 the rank and file were 
made aware of a very definite tightening of 
the control. The bankers had time after time, 
in the published correspondence, reiterated 
their intention to comply with the Chancellor’s 
wishes, but now at last — and without any 
additional paraphernalia — the control appear- 
ed to have become universally operative and 
seriously restrictive. 


Il. 


All this time the banks, in restricting their 
advances, were acting against their own im- 
mediate interests, in that no considerations of 
liquidity impeded the expansion of advances 
and the interest that could be earned on these 
would far surpass the rates obtainable on the 
money market assets the advances could the- 
oretically replace. In the early post-war years, 
therefore, rates charged on advances continu- 
ed to crumble below the old 5 per cent 
minimum and by 1949 had reached their 
lowest level, when most fell within the 34-4 
per cent range. Towards the end of that year, 
however, the collapse of the gilt-edged market, 
breaking through the 3% per cent line for 
long-term securities, caused bankers to stiffen 
their attitude a little: if 34 per cent or more 
could be obtained on « governments » it was 
not worth cutting rates to business men any 
further than they had already fallen, and the 
crumbling process in the structure of overdraft 
rates came to an end, 
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In the summer of 1951, after the tighten- 
ing of the « qualitative» control but before 
any further marked change had occurred in 
securities markets, the banks for the first time 
in twenty years initiated a widespread rise in 
overdraft rates. The origin of this change is 
obscure. On the one hand the statements 
made by the bankers themselves emphasised 
rising costs of administration, implied that 
this was part of a general rise in charges 
(which has certainly been imposed in commis- 
sions and other items subsequently), that it 
was the outcome (actually the premature out- 
come) of initiative taken by the banks without 
any governmental prompting, and that the 
changes would for the moment be confined 
to customers who were enjoying exceptionally 
cheap rates. On the other hand, a spokesman 
of the then Government has stated that the 
banks « were persuaded » to raise their loan 
charges, as part of the effort « to restrain less 
essential borrowing», the implication being 
that the government did the persuading. The 
bankers’ suggestion that only specially fine 
rates would be affected hardly seems to have 
been justified, the actual increases being very 
generally applied. Whatever the truth of this 
episode, the upshot was that borrowing charges 
to commercial borrowers had at last turned 
definitely upward, and that the authorities at 
least acquiesced in this as well as in the rise 
in long-term interest rates that had taken place 
a year earlier. They still held the Treasury 
Bill rate pegged at %4 per cent, and the rates 
on local government long-term borrowing 
were also left unchanged on the ground that 
to raise them would not affect the size of 
local government investment programmes but 
would merely make them more costly. 


Il. 


After the change of government at the end 
of October a number of technical steps were 
taken which, though not constituting a re- 
volution of policy, effectively shook the Lon- 
don discount market out of a torpor that had 
lasted a dozen years or more, and at least 
served as a warning that radically different 
monetary weather might be at hand. The 
changes then made, detailed below, were the 
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result of government initiative and no section 

of the market was left in any doubt about 

what it was immediately « expected » to do. 
The steps taken were: 

1) Bank Rate (the rate at which the 
Bank of England commits itself to discount- 
ing eligible bills) was raised from 2 per cent 
to 2% per cent. This change, which traditi- 
onally would have been announced as decided 
by the Court of Directors of the Bank of 
England at their Thursday meeting, and which 
before 1919 would have been settled without 
previous consultation with the government, 
was announced by the Chancellor of the Ex- 
chequer; this novelty of procedure symbolises 
the direct responsibility now taken by the 
government. 


2) A new rate, fixed for the time being 
at 2 per cent, was introduced at which the 
Bank of England would lend for 7 days when 
necessary to the discount market on the security 
of Treasury Bills. This in a sense replaces the 
old « Advances Rate », normally 4 per cent 
above Bank Rate, at which the Bank of En- 
gland would lend for 7, 10 or 14 days. As, 
other things being equal, the Advances method 
of obtaining help from the Bank of England 
is generally more convenient for the market, 
the new 2 per cent rate, rather than the for- 
mal 2% per cent Bank Rate, is the effective 
rate at which the market can be expected to 
go «into the Bank» for temporary and 
relatively small help. At first sight it would 
appear that the raising of the Bank Rate from 
2 to 2% per cent was of no account: from the 
market’s point of view, there was an actual 
reduction since the « Advances Rate » is now 
2 per cent against (a purely theoretical) 2%4 
per cent in the preceding period. This, how- 
ever, neglects the importance of Bank Rate as 
an « Index » and the « shock effect » of raising 
this signal for the first time in twelve years. 


3) The market was more directly affect- 
ed by the stoppage of the automatic machine 
at the back-door of the Bank of England. 
The understanding whereby the Bank’s own 
operator had always been willing to deal in 
Treasury Bills at the price of 14 per cent per 
annum, so pegging the rate at this level, was 
terminated. A totally ineffective Bank Rate (to 
be imposed at the Bank’s front door) was 








6 Banca Nazionale del Lavoro 


thus replaced by a new Advances Rate (2 per 
cent) which the Bank threatened to enforce at 
any time without notice. Actually its operator 
has continued to deal frequently in the market, 
in effect keeping the market rate a shade 
below 1 per cent; but occasionally he with- 
draws and allows the market to be forced 
«into the Bank» in the old-fashioned way, 
borrowing then taking place for 7 days at 2 
per cent. This occasional action appears to be 
used either for jerking rates up again when 
they are tending to slip away much below 
I per cent, or simply to keep the men in the 
market mindful of the possibilities and of the 
procedure to be followed in a flexible market. 
It is, indeed, part of the general plan of 
restoring flexibility in a market that was al- 
most atrophied. 

4) The rates for loans to local govern- 
ment authorities were raised from 3 to 334 
per cent for loans longer than 15 years and 
from 2% to 3 per cent for those from 5 to 
15 years. The new rates reflected the then 
state of the gilt-edged market; in February 
1952, after gilt-edged prices had fallen con- 
siderably, these rates were again brought into 
line, the long rate going to 41% per cent. 

5) A large block of Treasury Bills was 
replaced by rather longer-term paper suitable 
for the same holders. All holders of bills were 
offered, up to a total of £ 1,000 millions, ex- 
change into 134 per cent Serial Funding 
Stocks maturing on November 14, 1952, 1953 
or 1954. £ 450 millions were allotted to 
mature in 1952, £ 200 millions in 1953, and 
£ 350 millions in 1954. It will be important 
to remember that { 450 millions will be 
maturing as early as November 1952. It is 
quite clear that the banks were told how much 
of their Treasury Bills were to be converted 
— in total about £ 500 millions were allotted 
to them. Since the new stock is classed, in 
bank balance sheets, as Investments and not as 
a «money market asset» this operation re- 
moved at one stroke most of the abnormality 
in the liquidity of the commercial banks. 

6) The commercial banks raised their 
rates on time deposits from 1% per cent to 
34 per cent, 


7) The Chairman and Deputy-Chairman 
of the bankers’ private organisation sent a 
letter to the Press, in which they referred to 
the Chancellor’s statements, warned borrowers 
that « requests for advances will be more and 
more critically examined and that bank bor- 
rowing will tend to become more expensive » 
and urging the community to help by «ex- 
amining most carefully the purposes for which 
further credit is required and refraining from 
asking for any advance which is not for essen- 
tial purposes ». There is no precedent for such 
a warning; it must be supposed to have been, 
if not officially inspired, at least officially 
approved and welcomed, and to be part and 
parcel of the process of « government by ex- 
hortation ». It is believed that the banks have 
already carried out the threat that borrowing 
would become more expensive, by raising rates 
to some borrowers by a further %4 per cent. 

8) A further directive was issued to the 
Capital Issues Committee. Among the direct- 
ions were: « Clear priority should be given to 
projects which are essentially and positively 
related to the rearmament programme, to the 
stimulation of exports to desirable markets, to 
the saving of imports, particularly from dollar 
sources, and to the relief of basic deficiencies, 
especially of raw materials. ...they should dis- 
courage... projects for the production of ines- 
sential goods, especially where these are in- 
tended mainly for the home market and consist 
largely of metal-using projects», An extra- 
ordinary innovation was the following sen- 
tence: « Moreover, where applications are 
made for consent to long-term borrowings to 
refund bank advances already taken up, the 
fact that the money has already been borrowed 
should not weigh with the Committee, who 
should concern themselves mainly with the 
eligibility of the purposes which have been 
financed by the advances or will in due course 
be made possible through the refunding opera- 
tion ». In view of the prevalence of temporary 
financing by the banks of fixed capital develop- 
ment, pending eventual cover by raising of per- 
manent capital, this provision appears to be of 
great importance in freezing many loans al- 


ready made by the banks before the latest 
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definition of permitted objects or in days when 
control was more lax. The only possible 
object of such provision (since the capital 
development has already by definition been un- 
dertaken) must be to strike terror into the 
hearts of the bankers and leave them laden 
with frozen assets. It is so difficult to believe 
that this was the intention that it is legitimate 
to suppose that an error of drafting occurred, 
and this supposition is strengthened by the 
fact that after an initial howl of disapproval 
this innovation appears, at any rate to the 
outsider, to have been quietly forgotten. What 
clearly remains of the Directive is a closer 
definition of approved uses, extension of those 
specifically disapproved, and firm words to 
the banks to keep them in line. 


IV. 


What are the essential elements in this 
programme? They appear to be three: 

A. The abnormal liquidity of the banks 
has been removed by the funding operation 
and by the occasional closing of the Bank of 
England’s back-door supply of cash. 


B. Prospective borrowers have been clear- 
ly warned that funds may be quite unob- 
tainable, either from the banks or otherwise, 
unless their purposes fall within the range 
approved under the latest C.I.C. directive. 


C. Rates of interest generally have been 
raised. Government paper is on a basis of 
about 1 per cent for three months’ paper up 
to about 4%4 per cent for long-term loans. 
(C£. post-war minima, %4-2%4 per cent; and 
early 1950, %4-3% per cent). Bank lending 
rates are mostly in the range 4-5 per cent 
(against 314-4). 

The picture would not be complete without 
adding a fourth, less tangible change: an 
altogether novel degree of uncertainty has been 
introduced. The authorities have not explain- 
ed their policy in any detail and it is not 
clear how far they intend to go in raising 
interest rates, in blocking borrowing, or in 
continuing to rely on exhortation. Indeed, 
it is not clear that they have made up their 
minds on any of these questions, 


“I 


V. 


The entire operation has been regarded in 
some quarters as a restoration of a more nor- 
mal state of affairs in the banking system, 
a removal of fuel for inflationary fires, and 
a preparation for a much dearer money policy 
should that eventually appear necessary. Far 
from being a restoration of the «normal », 
the technical steps taken are without prece- 
dent, and in particular the continued reliance 
on official controls and exhortations can hardly 
be described as the restoration of a normal 
market. But in one respect, at least, someth- 
ing like the normal pattern has been restored, 
and that is in the liquidity position of the 
commercial banks. The transfer of about 
£ 500 millions from bills to « investments » 
had the effect of reducing the « liquid assets 
ratio» from 39 per cent to 32 per cent, the 
« Investments plus Advances» ratio jumping 
from 56 per cent to 64 per cent. As the 
demand for advances continues to rise (now 
due largely to rising prices) these ratios may 
be expected to move further towards 30 and 
70 respectively. The importance of this lies 
in the fact that in the inter-war period bank- 
ers were in the habit of getting uncomfortable 
if their liquid assets ratio fell below about 
30 per cent, though some of them would put 
the argument the other way round by saying 
that they felt uncomfortable when their illi- 
quid assets ratio reached 70 per cent. This 
30/70 ratio has been given much prominence 
lately; it is clear that the bankers are aware 
of it — possibly a hint from headquarters has 
put it on the same firm footing as the 8 per 
cent cash ratio. As, therefore, the limit is 
reached, and expansion of the total assets is 
presumably precluded by official policy in 
restraining the supply of cash, the banks will 
feel obliged to sell Investments in order to 
finance further Advances in the permitted 
categories. It is indeed believed that one or 
two banks have already felt it necessary to 
sell some gilt-edged securities. Two important 
consequences flow from this: 1) the urge, 
that the banks have felt for many years (on 
which their organisation has been partly 
based), to expand Advances has been brought 
to an end; and 2) the banks are likely to 
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be sellers, not buyers, of gilt-edged securities 
while rising prices and defence production 
give rise to new demands for Advances. 

It is primarily by this restoration of the 
30/70 ratio that the authorities have put teeth 
into the control of bank borrowing. « Guid- 
ance » from the Chancellor has been repeatedly 
given, and the banks have repeatedly given 
assurances of co-operation in restriction of 
« unessential lending », but there has not hit- 
herto been any pressure on the banks to sell 
investments if they wanted to expand Ad- 
vances. The banks are now for the first 
time given a strong incentive to check the 
growth of Advances, and the authorities have 
told them in which directions the check should 
be applied. This continuing control — for 
official contro] it is — is no new thing in 
the post-war market, but it does contrast with 
the pre-1939 position, when banks were left 
for the most part to decide, on private enter- 
prise grounds, which applications for advances 
should be rejected. By comparison with this 
tightening of control of lending, the rises in 
interest rates are probably of trivial importance 
in checking the money demand for goods and 
services or in stimulating saving — in check- 
ing inflation, that is to say. The general fall 
in security prices has, of course, reinforced the 
decline in liquidity for the time being: on a 
falling market, new issues are left largely with 
underwriters and the next ones are deferred. 
The impact effect of the measures taken was 
thus to make borrowing much more difficult 
both inside and outside the banks, and this 
deflationary object has been attained without 
a very great rise in the cost of government 
borrowing. The government has secured a 
considerable measure of success without really 
showing its hand on interest rate policy. 


VI. 


Successful as it has been so far, this 
equivocal policy of reducing liquidity without 
a substantial rise in interest rates cannot con- 
tinue for long. A number of developments 
in the course of the next year or so will force 
the authorities to take further steps in one 
direction or another: 


1) The fall in security prices — the rise 
in interest rates generally — is partly the 
result of fear that further restriction measures, 
possibly including a higher Bank Rate, are 
coming. If there are no such further measures 
in the next few months, the uncertainty will 
gradually evaporate, and security prices will 
tend to rise. Acquiescence in falling security 
prices so far suggests that a rise would be 
unwelcome to the authorities. 


2) Maturing debt will have to be refund- 
ed. In particular, in August £ 450 millions 
of the new Funding Stock will become a 
« money market asset », and in November the 
government will have to redeem it. Presum- 
ably the banks will again be « asked » to take 
up longer-term paper, but they will find it 
hard to swallow this if they are at that stage 
being compelled to sell investments in order 
to maintain the 30/70 ratio. 


3) The demand for advances for the ap- 
proved purposes is almost certain to continue 
to increase more than reductions can be enforc- 
ed in disapproved directions. This assumption 
is based on the sharp rises in wage-rates 
already made but not yet fully effective on 
the costs of goods in process; further increases 
in wages seem almost inevitable. The pressure 
will, according to present indications, cause 
the banks to sell gilt-edged securities. But 
who is to buy these securities, when firms 
are being made to feel as illiquid as possible? 
The « 30/70 scissors» have not worked for a 
long time, and when they did work many 
conditions were very different. It may well 
be that fixity of the cash base (if this is what 
the authorities intend as an interim policy) 
will cause a very sharp fall in security prices 
— i.e, a further sharp rise in the long-term 
rate of interest; the alternative of allowing the 
cash base to increase, in order to prevent invest- 
ment sales by the banks, would be interpreted 
by markets as a sign that the authorities will 
not really enforce dear money, and security 
prices would rise. 


There is thus an instability in the present 
situation, an instability caused by present un- 
certainties — about how far the authorities 
will go in the direction of dearer money and 
tight credit conditions. The market in long- 














term securities can hardly remain for long in 
its present position: either there will be signs 
that official talk of tightness ahead is an idle 
threat, and security prices will rise (long-term 
rates fall) to levels more in conformity with 
the extraordinarily low levels at which some 
short-term rates still stand, or the authorities 
will have to make up their minds just how 
far they mean the rates of interest to rise. 

One idea in the air is that the authorities 
should hold the quantity of money stable and 
«let the rate of interest find its own level ». 
In view of the expanding money value of the 
national income and the consequential increas- 
ing demand for active money, this is another 
way of saying that rates of interest should be 
allowed to rise, but without taking the res- 
ponsibility of deciding just how far they 
should rise. For this view economists can find 
no defence: there is nothing sacrosanct about 
the present supply of money, and if higher 
interest rates are thought desirable, a conscious 
choice should be made of the levels to which 
it is desired that rates should rise. 


VII. 


What the rate of interest policy should be 
is another question, which cannot be debated 
at the tail-end of a paper that has been 
primarily concerned with the technical arran- 
gements. There are substantial arguments 
against a high level — arguments very like 
those that prevailed in 1945. On the other 
hand, much administrative difficulty would be 
avoided if all capital construction plans were 
drawn up on the basis of a 7 per cent long 
rate instead of a very much lower rate. The 
effects on saving should also be carefully con- 
sidered: there has been a great redistribution 
of income since interest rates were last suf- 
ficiently high for savers to notice, and with an 
altogether higher rate a « savings drive » aim- 
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ed at the smaller incomes might have spec- 
tacular results. It may even be that a high 
interest policy would make possible an actual 
expansion of investment programmes — an 
expansion Britain sadly needs. At least it 
should help to reduce the array of adminis- 
trative controls and «hints from headquar- 
ters» on which the system of today depends 
— and depends at least as much as it did a 
year or so ago. 

That the steps taken late in 1951 brought 
about a rise of %4 or 1 per cent in interest 
rates can scarcely be counted a net advantage. 
By itself it is not enough to make much 
impression on the planners of capital develop- 
ment and, on the other hand, it does raise the 
cost of servicing the National Debt. The 
changes have created a position of instability, 
of uncertainty, which lapse of time must bring 
to an end in one way or another; the question 
of high or low interest rates in the middle 
nineteen-fifties must be resolved very soon now. 
Perhaps most strongly of all in defence of 
the authorities it can be urged that the markets 
have been shaken into a new flexibility that 
at least permits the reversal of the cheap money 
policy should the authorities finally elect such 
a revolution. 

15th February 1952 


Post-scriptum — Since the above was written 
(in mid-February) Bank Rate has been further raised, 
to 4 percent, and the new Advances Rate correspond- 
ingly to 3%4 percent. The market rate for 3 months’ 
Treasury Bills in about 2'/; percent. The commercial 
banks have raised their Deposit Rate to 2 percent, 
and their lending rates are now nearly all in the range 
4%4-5 percent. Security prices have moved down a 
very little: the yield on long government bonds is 
about 4'/; percent. Severe rtstriction of bank advan- 
ces has been experienced by traders. In short, while 
a further moderate step away from extremely cheap 
monty has been taken, the policy remains essentially 
the old one of credit discrimination, but it has been 
made altogether more effective and also, for the 
government, altogether more expensive. 
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|-The Basis of the Land Reform. 


1. General. 


The modern tendency is to split up landed 
property, to do away with the restrictions 
which hinder its transfer, and to free the tillers 
of the soil, not only in the legal but also in 
the economic sense. This movement has been 
proceeding throughout Western Europe since 
the middle of the eighteenth century, and is 
still going on to-day (1). A large part in it 
has been played by Italy, from which indeed 
the impulse has often come — particularly, 
for instance, during the period of « enlightened 
despotism » under Maria Theresa in Lombardy 
and Venetia, and under the house of Lorraine 
in Tuscany. Not only there, but also in the 
Papal States and in the Kingdom of the Two 
Sicilies one finds, at least in the minds of 
thinkers, a great desire for reform of the 
system of land tenure. 

However, although the movement was 
quick to start in Italy, it went forward slowly, 
especially in certain areas, because of the dif- 
ficulty which has always beset economic and 
social progress in our country. There were 


(1) Henry Ske, Esquisse d’une histoire du régime agraire 
en Europe, Paris, 1921. 


certain regions, mostly but not entirely in the 
north and centre of Italy, where, thanks to 
a substantial middle class of farmers with a 
will of their own, and to other energetic 
groups among the peasants, there came into 
existence one of the most productive and most 
nearly perfect systems of land tenure and farm- 
ing that have ever existed in the world. By 
way of contrast there were other districts, 
mainly, but by no means only, in the south 
and in the islands of Sicily and Sardinia, 
where agriculture remained stagnant. There, 
large estates were still the rule; farming by 
extensive methods was still practised; progress 
in the art or science of cultivation was slow in 
the extreme; and the farm labourers, although 
by law free and emancipated, were in fact 
still in a state of economic subjection, quite 
unable to act on their own behalf, and forced 
to live and work in the most wretched con- 
ditions. 

The feudal system was brought to an end, 
at least in the south, only by the rule of 
Napoleon; and even then the change was 
to a great extent merely one of form, while 
the facts remained the same (2). 


(2) See the book by Sipney SonniNo (I contadini in Sicilia, 
Firenze, 1877) who points this out with much acumen. For a 
similar state of affairs in Russia one may refer to the apt state- 
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In the course of time the difference be- 
tween the two halves of rural Italy became 
even sharper. Rapid progress was made in the 
valley of the Po, in Tuscany, in the Marches, 
in the coastal regions of Apulia, in Campania, 
and even in some districts around the shores 
of Sicily. Elsewhere progress was slow in the 
extreme, for instance in the drained marshlands 
of the Po delta, in the Maremme (former 
marshes) of Tuscany and Latium, in the in- 
terior of Apulia, in the lands bordering the 
Ionian Sea, in Sicily away from the coast, and 
in Sardinia. 

On the other hand, the growth in popul- 
ation caused the problems of employment and 
production on the land to become constantly 
more acute. It is true that emigration afforded 
an outlet for many millions of Italians, es- 
pecially between 1890 and 1910, and this im- 
proved the position of those who remained 
at home. However, even though emigration 
did something to help in the most desperate 
cases, it can clearly never be the sole solution 
to Italy’s farming problems, 

The fact is that Italy is not a free agent 
in this matter, and never has been, It is in 
a strait jacket formed by the forces of nature, 
by the size of its population, by its meagre 
industrial resources, and even by the tangled 
state of world affairs. As matters stand, there 
is indeed little hope of any return to free 
movement of goods and people, or of establish- 
ing a policy of intensive exploitation of the 
country’s soil, in such a way as to imcrease 
its produce and to create surer prospects of 
employment for the great, uneasy peasant 
masses. 

From the passing of the swamp drainage 
law in 1882 until 1950 the main feature of 
Italy’s policy, which has been largely a matter 
of Hobson’s choice, has been land reclam- 
ation. This is an immense long-term project, 
and is governed by the basic law of 13th Fe- 


ment by Turgeniev in Fathers and Sons, where he wrote that 
the famous abolition of serfdom in 1861 produced no result 
except a change of names. Before then one had 3,000 souls; 
afterwards one used to say that one had 3,000 peasants. But 
there was no real change in their condition. They were still 
in the same state of economic subjection and personal slavery. 
See also Banpin1, Politica Agraria, Bologna, 1947. 
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bruary, 1933. While this project has passed 
through certain periods of headlong advance, 
and others when there was no advance at all, 
it can on the whole be said to have led to 
substantial progress in farming; and much is 
still expected of it by the farmers of Italy (3): 

After the second world war, however, it 
became evident in many areas that no great 
improvement could be expected unless steps 
were first taken to change the prevailing system 
of land tenure, the essential need being to 
split up the large estates. There seems in fact 
to be no doubt that certain forms of land 
tenure, which are preserved simply by tra- 
dition or by the spirit of caste, are the chief 
obstacle to the creation of those types of farm 
which economic science has shown to be the 
best. It is also clear that, in the more back- 
ward areas of Italy, the slowness and difficulty 
of land reclamation have been due to the bad 
system of land tenure. This of course applies 
only to one part of Italy, and not to the larger 
areas where farming is progressive, and where 
the landlords in the main have done their duty. 


2. The Size of Land Holdings and Farms. 


According to the inquiry conducted by the 
National Institute of Agricultural Economy, 
which relates to the years immediately follow- 
ing the war, landownership of Italy is distribut- 
ed as follows: 


Holdings of less than 2 hectares 17-4 per cent 


» » 2to 5hectares . . 136 » » 
» » 5 » 10 » ‘ ° 10. 6 » » 
» » 10 » 25 » - ° 13.6 » » 
» » 25 » 50 » Z ® 9-7 » » 
» » 50 » 100 » i. ° g-I » » 
» » 100 » 200 » =. » 
» » 200 » 500 » ° . 9-0 » » 
» » 500 » 1000 » ° ° 45 » » 
» » over 1000 » . . 4- 2 >» » 


The large estates are still concentrated in 
certain particular regions. This can be seen 
from the following table, in which the country 


(3) Arrico Serprert, La bonifica, Edizioni agricole, Ro- 
logna, 1950. 
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is divided into nine areas, each having its own 
characteristics : 





| 


Small | Medium Large | 








Holdings | Holdings | Holdings 

| | 

| (Percent of total number) 
Alpine Region . . . | 94-3 | 5-6 | or | 
ae ae 94-6 5-4 — | 
North Italian Uplands 75.0 21.8 | 32 «| 
Plain of the Po . 35-6 | 47-5 | 16.9 
Apennines 78.7 17.7 3-6 
Central Italy . 50.8 | 36.6 12.6 | 
Southern Italy . 64.8 | 26.5 | 8.7 | 
Sicily 61.6 28.7 | 957 
Sardinia 86.6 | 13.1 0.3 

| 


i i 


The basis of the classification of the hold- 
ings into small, medium and large is that of 
the assessed land income. 

Of the total land area of Italy, 27.64 mil- 
lion hectares are productive. This figure can 
be broken down between the different types of 


farm as follows: 


























ma : ] 
Large | Medium | Small 
Tol Farms | Farms | Farms 

= \- 

(Thousand of hectares) 
a | oe Oe 
North . . | 10,362 | 1,041 3,166 | 5,859 
Centre . . 5,532 | 788 | = 1,661 | 2334 
South . . 6,986 | 656 | 2,020 | 3,785 
Islands. . 4756 | 366 | 1,209 | 3,027 

| | 
| Total . 27,636 | 2,852 | 8,056 | 15,006 

| | | 


The productive area can be divided as 
follows, according to the types of people cul- 
tivating it: 








| Per cent | 





| 

-_ ag : nn 

| Peasants owning the land . 33-9 

| » renting the land . 18.7 

Share-croppers | 22.0 | 
0 ee er ae 3.2 
Hired workers . | 22.2 | 


| 


Hence the large farms, like the large 
estates, account for only a limited portion of 
the land of Italy. 


It is however worth remarking that the 
large farms are concentrated in certain regions, 
more particularly in those where the progress 
in farming has been slowest. As we shall see, 
the areas which have been specially selected 
for the application of land reform are those 
where there are most of the large estates and 
farms, and where farming is conducted on 
extensive lines. 


3. Economic Reasons for Land Reform. 


The contrast between the economy and pro- 
duction of those areas in Italy where farming 
is extensive, and those where it is intensive, 
can be largely but not entirely explained by 
the effect of the climate. There is no doubt 
that the south and the islands, where most 
of the large estates are found, are subject to 
drought, and have a prevalently beany clayey 
soil, with little natural fertility. On the other 
hand, it must be remembered that modern 
technology has found many ways to improve 
even soils such as these by the use of irrigation 
as well as dry farming, by deep ploughing in 
summer so as to hold the winter rains, by 
preventing soil erosion and the like. The 
question which needs an answer is why modern 
farming technique has not had a proper chance 
in these areas. 

The reasons have their roots in past his- 
tory (4). One reason is that, mainly because 
of malaria, the farm workers have left the flat, 
open country and have congregated in very 
large villages, often containing a peasant popu- 
lation of 40,000 or 50,000 who live as much as 
g or 10 miles from their work. In such con- 
ditions no improvement is possible. That is 
why the great estates have so few of the things 
which they ought to have, whether it be roads, 
houses, water supply, drainage or stream con- 
trol. The land is divided between grain crops 
and pasturage for the sheep, the yields per 
hectare being very small. The peasant in his 
village usually has no more than two or three 
small rooms (frequently only one), where he 
lives with his family and his mule, which is 
his only animal, used for work and transport 


(4) Mantio Rosst-Dorta, Riforma agraria e azione meridio- 
nalista, Edizioni Agricole, Bologna. 
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of every kind. It is these facts, rather than 
the nature of the soil or climate, which explain 
the backwardness of farming in these regions. 

There remains however one basic cause of 
the trouble, and that is the system of land 
ownership. The landlords who own the great 
estates are almost always absentees. They live 
far from their land, in Naples, Rome, or 
Milan, and they see it only at rare and ir- 
regular intervals. In nearly every case they 
lease the land to a kind of sub-landlord 
known as a «gabelloto», who in his turn 
lets it to peasants, trying to squeeze the most 
out of them as well as out of the owners. 

The result is that the landlords do not look 
after their estates themselves, although they 
regard them as family property which it would 
be wrong to sell. By letting out the land they 
obtain incomes large enough to enable them 
to live in good style, and that is all that they 
care about. They have little ready cash to 
spend on improvements; but the tradition of 
their family, often aristocratic, prevents them 
from selling any of the land and employing 
the proceeds to better the rest of it. 

The fact is that we have to do with a 
system of land tenure which undoubtedly 
obstructs progress in farming, because it results 
in lack of resources, while energy and technical 
ability are a discount. Clearly this obstacle 
is much greater than that represented by the 
climate or the soil. 

We may agree that the land and the 
farming of it are at present in the hands of 
a class of incapable people. But, before we can 
decide what course to adopt, we must be 
sure that there is in existence a class of rural 
entrepreneurs more capable than the present. 
Since there is no effective group of middle- 
class farmers in the districts in question, there 
would appear to be nobody except the peasants 
who can take the place of the present owners. 
The question is whether these peasants are able 
to carry on the business of farming better than 
the landlords whom they now have. 

Some decades ago there might well have 
been doubts on this point. The peasants in the 
backward areas, although a tough race of 
tillers of the soil with many enviable qualities, 
were certainly far from having the same open- 
ness of mind as the farming population else- 


where in Italy, or the same skill at their trade. 
Now, however, many things have changed. 
The war has had a deep effect on the peasant 
mind. It showed him machines, and made 
him want them; and it put a premium on 
individual initiative and the spirit of inde- 
pendence. Today we can safely assume that 
in most parts of Italy, if the peasants became 
responsible for farming, that would tend to 
promote economic progress rather than to re- 
tard it. It would do so still more if the reform 
scheme provides, in the way described below, 
for raising the peasants’ general level and for 
giving technical help to the new farms. 

The basis for raising the level of farming 
in Italy will have to be a system of land 
tenure resting on a foundation of middle- 
sized farmers and peasant owners, in a ratio 
which we might put, for present purposes, at 
one to two. There is at present an irresistible 
tendency for these two types of farmers to 
become more numerous, that being indeed the 
direction in which our whole rural economy 
is developing (5). This development however 
is running, as it were, in a slow stream which 
is meeting many barriers, One of these is the 
general objection to change; another is the 
tradition among the great landowners, which 
makes them resist the sale of their land at 
all costs; yet another is the easier life which 
can be lived with extensive farming, as com- 
pared with the hard daily toil that is required 
for changing the face of the land and farming 
intensively. 

In its economic aspects, land reform must 
aim at overcoming these barriers. This is no 
revolutionary move against the natural tide of 
events; it is a policy designed to speed a change 
that is already proceeding, to reach results 
more rapidly, and to clear away the obstacles 
which prevent progress in agriculture. 


(5) The fact that the Italian countryside is naturally suited 
to farms of small and medium size is one that has been 
pointed out by our greatest scholars. They have also shown 
most clearly how the continued existence of great estates, 
with extensive methods of farming, arises from factors which 
do nothing to benefit either our economy, or the individuals 
within it, or the nation as a whole. 

The case is well stated by STEFANo Jacini in the well-known 
final Report on the Land Inquiry of 1877: « Italy is par ex- 
cellence, the country of small and medium holdings. If these 
are not found universally, that is due to economic causes which 
cannot be other than transient ». 
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4. Social Reasons for Land Reform. 


Much emphasis is laid on the social argu- 
ments for land reform, and no doubt these 
are many and cogent. Yet we have a deep 
conviction that no social advance can ever be 
securely consolidated unless the economic 
foundations of the reform which gave rise to 
it are well laid. What is needed from the 
economic point of view is to use more intensive 
farming methods in the backward areas, in 
such a way as to achieve greater total pro- 
duction (6). 

The social arguments for the reform, as we 
see it, mainly consist of the need to establish 
more stable conditions of life and employment 
among the peasant masses in the backward 
regions. It is not only that these people still 
continue, as they have always done, to live 
at starvation level. In addition, they are cons: 
tantly afflicted by unemployment, many farm 
labourers thinking themselves lucky if they 
can get 130 to 150 days’ work in the year; and 
it may be said that their very existence utterly 
depends on the will of others. The dwellings 
which they have in the great villages that are 
typical of the areas of the large estates are 
primitive in the extreme. In many cases the 
mule is the sole possession of the family. The 
distance at which they live from their place 
of work prevents improvements in housing 
conditions. It would not be far wrong to say 
that two-thirds of the rural labour force are 
wasted, partly by seasonal unemployment, and 
partly by the time spent in daily journeys to 
and from the fields (7). If these labourers 
could be brought to live closer to the land 
which they work, the result should be to 


(6) The nature of the link between economic and social 
factors in this matter is clearly stated in the most important 
writings of Italian economists who have dealt with the subject 
of land reform. See, for instance, Serriert’s, La riforma agraria 
in Italia; Mevici’s, L’agricoltura e la riforma agraria; La riforma 
agraria quale redistribuzione della propriet2, by Banvin1, Botta, 
SerPiert and Runt. 

(7) These special but fundamental aspects of farming in 
the south are well described by Mazzoccut ALEMANNI. He is 
convinced supporter of the policy of bringing the southern 
peasants out of their great villages, and putting them closer to 
the land which they work. In his view, this should be done by 
energetically building fresh settlements. These should be quite 
different from the present monstrous warrens; but it would be 
wrong to go at once to the other extreme of isolated houses, 
such as are found in Tuscany, Emilia and the Marches. Before 
people can live in such houses there must first be a close network 


improve the land — the only way to solve 
the social problem. 

The really basic social problem of the 
reform is how to ensure continuous work for 
the peasants. This is a highly complicated 
problem, because it involves a complete change 
of the countryside. Not only must new vil- 
lages be built, and new houses to bring the 
peasants nearer to their land; in addition it is 
necessary to build roads, to provide water, to 
fight malaria, to found hospitals and create 
social services, to educate, to raise the level 
of technical methods, and to do many other 
such things. 

The peasants in the backward regions, who 
are always short of the most elementary neces- 
sities of life, are an uneasy and unruly class of 
people, and quickly fall a prey to demagogues 
who promise the moon. The result is that 
from the social and political point of view, 
not by any real fault of their own, they are 
continually giving rise to the greatest anxiety 
and doubts. If we can change these wretched, 
discontented and troublesome masses into a 
rural population that is at least sure of a 
living and sure of work, we shall be doing 
much to promote social tranquillity in many 
parts of Italy. 

We must certainly not cherish any illusion 
that land reform can solve every problem, nor 
even that it is a magic wand which can rapidly 
solve those that we have discussed. Much has 
to be done in many directions. There must 
be public works, and land reclamation; better 
communications must be established, there 
must be schools for both general and technical 
education; the excess population must be 
enabled to migrate to other parts of Italy or 
to foreign countries. Land reform does, how- 
ever, offer one of the most powerful means 
of promoting social improvement among these 
peasant masses — and that is a task which 
must be carried out. 


of transport and other services, as well as vigorous economic life, 
and these are things which need time to develop. 

Mazzocchi is a man of great ability and wide experience 
in southern land reclamation. His argument has done much 
to dispel the cult of the isolated house, which has been 
the main feature in many past land settlement schemes and 
has given many of them a wrong start. It may incidentally 
be added that the basic peasant community throughout most 
of Europe is the small village. 
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ll. - Land Reform Laws. 


1. General. 


A draft law on the general subject of land 
reform in the country has been presented to 
the Italian Senate by the Minister of Agricul- 
ture. This draft law has not yet been discussed 
in Parliament, nor is it yet known when it 
will be. However, in order not to hold up land 
reform too long in the areas where it is most 
urgent, three special laws have been enacted, 
and these are in full force, namely: 

(a) The law known as the « Sila» Law, 
named after the mountains in north Calabria. 
This lays down the lines of land reform for 
Sila proper and in those eastern parts of Ca- 
labria which adjoin the Ionian Sea. It was 
enacted on May 12, 1950. 

(b) Law No. 841 of 21st October, 1950. 
This is the « Extract» Law, the purpose of 
which is to anticipate the general land reform 
law in the areas where this is most urgently 
needed. It empowers the Government to define 
by decree the regions to which the law is 
to apply. 

(c) The Law of December 27, 1950, which 
was issued by the Regional Government of 
Sicily. This is in the nature of a general law 
applying to the whole of that island. 

The «Sila» Law differs from the « Ex- 
tract» Law mainly in the procedure for ex- 
propriating land. Under the « Sila» Law all 
land held by one owner in excess of 300 
hectares may be expropriated, in so far as it 
has not already been subjected to intensive 
methods of cultivation. The local law for 
Sicily lays down more complex rules; but it 
too exempts land which is intensively cultivat- 
ed, and it provides detailed procedure for 
expropriation, as well as for appeals. 

For practical purposes the « Extract » Law 
is the basic law at present in force. We shall 
therefore deal with it in detail, making only 
incidental references to the other two laws. 


2. The « Extract » Law. 


This law is the work of Antonio Segni, 
Minister of Agriculture from 1946 to 1951. 
Its main provisions are as follows: 
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(a) Italian landed property, as it stood on 
15th November 1949, in areas to be fixed by 
the Government, is made subject to expropri- 
ation to a greater or lesser extent, depending 
on the size of the property and the degree of 
intensity with which it is farmed. 


The criterion for measuring the size of the 
property is the cadastral (i.e. taxable) assessed 
income. This represents the value of the pro- 
perty in terms of pre-war lira, which was 
worth approximately 20 to the dollar. Small 
properties are taken to be those with an as- 
sessed income of less than 10,000 lire; medium- 
sized 10,000 to 50,000; medium large from 
50,000 to 100,000; large from 100,000 to 
500,000; and the largest are those having an 
assessed income of more than 500,000 lire. 

The intensity of cultivation is measured by 
the average assessed income per hectare. Pro- 
perties having an assessed income of more 
than 700 lire per hectare are regarded as in- 
tensively cultivated; those with assessed in- 
comes from 400 to 700 lire as average; and 
those with an assessed income of less than 
400 lire per hectare are considered to be ex- 
tensively cultivated. 

Expropriation is carried out on the basis 
of the percentages shown in the Table I. 

The Agencies authorized to carry out the 
land reform have to publish their expropriation 
tables on the basis of this law. The percentage 
of assessed income to be given up is fixed by 
the schedule annexed to the law; but the per- 
centage of actual area expropriated may never- 
theless vary according to the principles adopted 
by the Agencies. They may, for instance, ex- 
propriate land having a low assessed income, 
and therefore of greater area, or land with a 
high assessed income and a smaller area. The 
percentages expropriated will therefore vary ac- 
cording to a number of different factors. How- 
ever, in the four extreme cases possible it may 
be assumed as a rough guide that they will 
be about as follows: 








Medium large intensive . 20-30 ¥ 
» » extensive . 45-50 % 
| Large and largest, intensive . 50-55 % 

» » » extensive . 70-80 ¥ 
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It must further be borne in mind that, in 
calculating the expropriation, account is taken 
of all the property owned by each person, 
whether inside or outside the limits of the 
regions subject to the « Extract» Law. The 
actual expropriation is however confined to 
those regions, even if the property there does 


not amount to the whole of what could be 
expropriated. The result is that for some 
owners the whole of their property in the 
« Extract » region will be expropriated (8). 


(8) The Council of State, Italy’s highest administrative 
court, however, ruled recently that, while this is correct for 
the « Sila » law, the wording of the « extract » law does not 
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SECTION A. — PERCENTAGES TO BE FXPROPRIATED, ACCORDING TO ASSESSED INCOME CLASSES 
(SCHEDULE ANNEXED TO LAW No. 841 OF 21st OCTOBER, 1950) 
















Average Assessed Income 





per Hectare (Lire) | pee" | 900 | 
Assessed Income Classes (Lire) hol 
a i ont 4 eect Mee ; 
! 
} 
} 
Over 30,000 up to 60,000 _ — 
| » 60,000 » » 100,000 i — | — 
| » 100,000 » » 200,000 35 | 40 
» 200,000 » » 300,000 | 45 | 50 
» 300,000 » » 400,000 | s | 
» 400,000 » » 500,000 | 60 64 
» 500,000 » » 600,000 64 70 
» 600,000 » » 700,000 68 74 
» 700,000 » » 800,000 . 2 78 
» 800,000 » » 900,000 | 76 82 
| » 900,000 » » 1,000,000 82 86 
| » 1,000,000 » » 1,200,000 | go | g2 
| 
Over 1,200,000 | 95 95 
| 





| | | | 100 
800 | 700 | 600 | 500 | 400 | 300 | 200 | and 
| | | | under 
| 1. oe a Se ee 
| | | | | 
(Percentages to be expropriated) 
aa ~i-) £1 ei ee 55 | 70 
— — | oO 10 | 30 | 60 | 70 85 


47, | 55 | 60 65 | 70 75 | 84 | go 
55 60 65 70 75 | 80 | 87 95 
60 65 70 75 | 80 | 85 go 95 
66 | 71 | 76 80 85 go 95 | 95 
76 | 78 | 80 85 | go 95 95 | 95 
79 82 85 99 | 95 95 95 95 
82 85 go 95 | 95 95 95 95 
86 | 90 Ss | 6 | 9 | 3 95 95 
go 93 | 95 95 | 95 | 95 95 95 
95 95 | 95 | 95 | 95 | 95 95 95 
95 


95 | 95 | 95 | 95 | 95 | 95 | 95 


SECTION B. — PERCENTAGES TO BE EXPROPRIATED, FOR PROPERTIES HAVING AN AVERAGE ASSESSED 
INCOME PER HECTARE OF LESS THAN roo LIRE 


1. - Properties having an assessed 
income up to L. 60,000 


2. — Properties having an assessed 
income over L. 60,000 up to L. 100,000 


3. — Properties having an assessed 


income over L. 100,000 

















—— j — a ———<—— . —_— 
| £to be | | Yto be . % to b: 
Assessed Income Classes | % Assessed Income Classes % | Assessed Income Classzs P 
. expro- | . expro- . expro- 
(Lire) ‘P (Lire) | P (Lire) hy 
| priated | | priated priated 
= echoed J : - - 
} | 
Up to 20,000 . . . ~-| — | | Up to 10,000. — From 1 to 60,000 . . .| 70 
Over 10,000 up to 60,000 70 | Over 60,000 up to 100,000 85 
Over 20,000 up to 60,000 | go: | | 
| | . Over 100,000 up to 200,000 go 
| Over 60,000 up to 100,000 | 85 
| | Over 200,000. ... . $5 
| | 
' 
Notes. — 1. The basis of the table is the total assessed income classes, as indicated in the first column. 
. ; H - 4 ’ aces a - by lines internolati 
a erpolation. 
2. For average assessed incomes per hectare of intermediate amount the percentages will be calculated by linear interpolation 


3- For total assessed income classes over 1,200,000 lire the percentages indicated in the last line will be applied. 
4- For properties having an assessed income per hectare of less than 100 lire the percentages in the last column will be 


applied. 


5. For properties having an assessed income per hectare of over 1,000 lire the percentages applied will be those in the column 


« 1,000 and over ». 


6. For all properties having an average assessed income per hectare of less than roo lire, expropriation begins from 20,000 
lire of total assessed income; for the step from 20,000 to 30,000 lire the percentage of expropriation will be that shown in the last 


column for the 30,000 to 60,000 lire class. 


7. For properties having an average assessed income per heciare of less than 100 lire, and a total income of over 


lire, expropriation begins from 10,000 lire; for similar properties having a total income of over 100,000 lire, expropriation begins 
from 1 lira. In such cases, for the step up to 60,000 lire, the percentage of expropriation is that shown in the table for the 
to 60,000 lire class. 


60,000 


30,000 
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(b) The landowners are entitled to retain 
one-third of the land which might be expro- 
priated from them, provided that they under- 
take to carry out intensive farming and radical 
improvements on it. Once he has carried out 
these improvements, the owner may keep half 
of the one-third in question, but must give 
up the other half to the reform Agency, against 
repayment of the expenditure which he has 
incurred through the improvements. 


(c) Under Article 10 of the Law certain 
lands are exempted from expropriation if they 
are in the nature of well organised and ef- 
ficient « model» farms. Some of the criteria 
used for determining this are: (a) the exis- 
tence of stable tenure relations; (b) crop yields 
at least 40 per cent above the average for the 
district; (c) an average labour input of not less 
than 0.30 man-units per hectare; (d) superior 
economic and social conditions for the work- 
ers; (e) sanitary conditions of the workers’ or 
tenants’ dwellings. 


(d) The compensation paid for expropri- 
ated land is equal to the value as assessed for 
purposes of the extraordinary property tax 
enacted in 1947. It is paid in 25 — year 5% 
Government bonds. 

(ec) The land expropriated is allocated, 
within three years from the date of expropri- 
ation, to those peasants who are entitled to it. 
The peasants to whom it is allocated must pay 
for the land which they receive according to 
the formula: 


Vo+(M—C) 2/3=S 


Vo being the value of the expropriated land 
(generally a good deal below the market 
price); M the cost of the improvements carried 
out by the Agency (including buildings); C the 
usual amount of Government subsidies for 
these improvements (generally about 38° of 
the cost). The whole amount, S, is the 
maximum to be paid by the peasant in 30 years 
with interest at 3.59%. 


(f) To finance the reform, the Govern- 
ment has allocated a total of 35,000 million 


allow this interpretation. The Government has appealed to 
the Court of Cassation and the Senate Agriculture Committee 
1s considering an interpretive bill. 
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lire per annum for ten years. Of this amount, 
28,000 million are to be obtained from the 
operation of the newly established « Fund for 
Southern Italy », and 7,000 million from that 
of the similar law for depressed areas of Cen- 
tral and Northern Italy. In addition 15,000 
million lire were already allocated for imple- 
menting the « Sila» Law over a period of six 
years. The total of the sums to be invested in 
the reform is thus 365,000 million lire the 
equivalent of about 550 million dollars. 


The question is whether these funds will 
be enough for the purpose. 

Our own view is that if they are taken as 
a whole over the period of ten years covered 
by the law, that is to say, from the fiscal year 
1949/50 to 1958/59, the sums allocated are 
sufficient for carrying out this great under- 
taking, with all the development works which 
it entails. It must be remembered that the 
amounts allocated will be imcreased by the 
redemption payments to be made by the peas- 
ants who receive land, and that in the course 
of the ten years these will add about 20% 
or 25°% to the total. 

There are however certain years in which 
the funds available will be definitely less than 
the expenditure for which commitments have 
been accepted. By and large it may be estimat- 
ed that during the first three financial years, 
1950/51, 1951/52 amd 1952/53, the expen- 
diture will be less than money available; but 
during the next three years, 1952/53 through 
1954/55, the expenditure will greatly exceed the 
prospective budget, and the first three years’ 
savings will not be enough to cover the gap. 
During the last four fiscal years the require- 
ments will be equal to only a small part of the 
appropriations. 

The success of the reform therefore depends 
on a large-scale banking operation, which will 
have to take the form of discounting the sums 
due to be received by the Government, or the 
authorities in charge of the scheme, during 
future years. What is required is a working 
fund of the order of altogether 60 to 80 mil- 
lion dollars, that being the amount needed 
if the reform is to achieve quick results in an . 
economical manner. 
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3. Delimitation of Areas and Constitution of 
Land Reform Agencies. 


By a series of decrees the Agencies em- 
powered carry out the land reform have been 
set up, and the areas to be covered by each 
of these corporations under the « Extract » Law 
have been defined. It should be observed that 
in certain cases, for reasons of economy, use 
has been made of existing institutions, which 
have set up special departments to deal with 
matters related to the land reform. The areas 
covered are shown in the attached map, and 
are as follows: 


Area 1. Po Delta, — A special Agency 
with headquarters at Bologna covers the defin- 
ed areas of Emilia and Venetia. 


Area 2. The « Maremma » of Tuscany and 
Latium and Lake Fucino. — A special Agency 
located in Rome covers certain areas of Tus- 
cany and Latium. It will also deal with land 
reform in the area of the drained basin of 
Lake Fucino in the Abruzzi. 


Area 3. Coastal plains of the Sele and Vol- 
turno. — A special section of the War Vete- 
rans Agency (O.N.C.), with its office at Na- 
ples, covers the defined areas of Campania. 


Area 4. Apulia and Lucania, — These are 
covered by a special section of the Irrigation 
and Land Development Agency for Apulia and 
Lucania, with headquarters at Bari. 


Arka 5. Calabria. — This is covered by the 
organisation set up under the «Sila» Law, 
with headquarters at Cosenza. The small at- 
tached enclave of Caulonia (see the map) comes 
under a special department of the « Sila » or- 
ganisation, but is governed by the « Stralcio » 
rather than the « Sila» Law. 


Area 6. Sicily. — Under the special law of 
Sicily. The work is handled by the sicilian 
Land Reform Agency at Palermo. 


Area 7. Sardinia. — This comes under a 
special Sardinian Land Reform agency, with 
headquarters at Cagliari. The Southern part 
of Sardinia is covered by a special section of 
the already existing Flumendosa Agency. 


All the Agencies or sections of Agencies 
mentioned above are under the supervision of 
the Ministry of Agriculture, which coordinates 
their activities. This Ministry also appoints the 
Chairmen, General Managers and members of 
the Board of Directors. 

Under these decrees, all of which were 
enacted towards the end of 1950 or at the 
beginning of 1951, the work of land reform 
has already begun. We shall now see how it 
is proceeding, and what are the plans for the 
future. 


lil. - Implementation of the Land Reform. 


The land reform has to be put into practi- 
cal effect in three stages, as follows: 


1) expropriation of the land; 


2) allocation of the land to the new 
peasant owners, and development; 


3) organisation and maintenance of the 
peasant holdings so formed. 

The work of the Land Reform Agencies 
is divided into the same three stages. At the 
outset they concentrated virtually all their ef- 
forts and all their staff on the first. At present 
the second stage is becoming more important, 
and will take up most of the next three or 
four years. During this period planning will 
be carried out for the third stage, which how- 
ever has already begun in the « Sila» Agency, 
because this was the first to be set up and 
is therefore further ahead with its work than 
are the others. We may now examine the 
work in the three stages. 


First Phase - Expropriation. 


The Land Reform Agencies are required to 
publish detailed expropriation « plans » for the 
affected properties. This has entailed much 
hard work, since it was necessary to identify 
the holdings of land belonging to each in- 
dividual anywhere in Italy, and then to add 
all these holdings together (9). In addition, 
the land register records had to be checked 


(9) To appreciate the work this involved, it must be realised 
that an alphabetical list had to be compiled for some thirty 
provinces, showing all holdings with an assessed income of 5,000 
lire or more. Each province then had to send a copy of this 
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for every holding, and steps had to be taken 
to define how much was to be expropriated 
to make up the percentage laid down in the 
schedule annexed to the law. 

The Ministry of Agriculture instructed the 
land reform agencies to take care that, when 
making out their expropriation lists, they 
should, wherever possible, allow the owners to 
keep any well-organised parcels of land, such 
as might serve to form efficient farms. The 
agencies were definitely not to expropriate 
only the best land, or that which was most 
intensively worked, but were rather to con- 
centrate on those pieces of land which could 
best be improved by the agency or by the 
peasants to whom the land might be allocated. 
The intention was, of course, to put the main 
emphasis on the improvement of agriculture, 
which is one of the essential objects of the 
reform. 

The law required that the expropriation lists 
must be published by December 31, 1951. All 
the land reform agencies met this deadline, 
and the lists have been published in full, while 
those concerned have been notified. Expropria- 
tion plans covering the following area were 


published : 











| Hectares 
| Po Delta . — 62,569 
| Maremma of Tuscany, Latium and 
Fucino Lake . . 237,569 
| Sele and Volturno Basins . 10,381 
Apulia and Lucania. . . . . . | 208,572 
| Calabria Sona a em | 81,103 
| Sardinia (including Flumendosa) . 75,312 
ees 2 ek & We ae % % 27,804 
703,400 


It should be mentioned that the deadline 
has been extended in those districts in the Po 
Delta which were recently flooded, amounting 
to a total of about 4,000 hectares. In addition, 
the local Sicilian law allows more time for 
the publication of lists, and it is claimed that 


list to all g1 provinces, and to collect from them any extracts 
from the land registers showing other holdings under the same 
name. This meant that some hundreds of thousands of sets of 
papers had to be sent through the mails. In addition, the 
position of each individual had to be calculated by working out 
his share of any land which he held jointly with other persons, 
and adding this to his personal holdings. 


this will result in bringing the total for Sicily 
up to 100,000 hectares within a few months. 
Finally, the Land Reform Agency for Sardinia 
has power to operate on land previously ex- 
propriated by another agency previously in 
existence: this body is now transferring to the 
Sardinian Land Reform Agency about 
30,000 hectares which it had expropriated. As 
the result of all this, it may be expected that 
the expropriations will reach a total of 800,000 
hectares. 

However, not all of this land will in actual 
fact be expropriated. There are certainly some 
errors in the lists, and these are now in the 
course of being corrected. One must also allow 
for the exemptions to be granted to « model » 
farms, as well as for applications by landow- 
ners to be allowed themselves to improve one- 
third of their land. It would be reasonable to 
estimate, on present evidence, that the final 
total extent of the land to be handled by the 
agencies will be about 600,000 hectares on the 
mainland of Italy and in Sardinia, and 100,000 
hectares in Sicily. The first of these figures is 
quite reliable, but the second is less so, because, 
as already mentioned, the work in Sicily is 
progressing slowly. 

Once all the possibilities of appeal, or of 
exemptions for « model» farms, have been 
exhausted, and after any errors discovered have 
been put right, the Government proceeds to 
issue the expropriation decrees. It is these 
which will cause the actual transfer of the 
land from the private owners to the agencies, 
and they must be published by 31st December, 
1952. This means in fact that the taking over 
of the land by the agencies will proceed gra- 
dually throughout this year. The expropri- 
ation decrees so far published relate to the 
following areas: 
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Hectares 
DI ok dS eet 45550 
| Maremma of Tuscany, Latium, and 

Fucino Lake 56,768 
ee eee 216 
Apulia and Lucania. . .... | 62,999 
| Calabria : 735274 
| eR! & as ee Se we 3,935 
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201,742 
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The agencies are now hard at work taking 
over these properties, and valuing the equip- 
ment and stock on them. All that is actually 
expropriated is the land and buildings; as to 
the livestock, machinery, equipment, seeds 
and so forth, agreements can be made be- 
tween the landowner and the agency. As a 
rule, about three months elapse after the pu- 
blication of the expropriation decrees before 
the properties are completely taken over. It 
therefore seems likely that the whole of the 
expropriated land will have been taken over 


by the agencies by Spring 1953. 


Phase 2. - Distribution of the Land and Cre- 
ation of New Farms. 


The land taken over by the agencies has 
to be transferred to the peasants within a 
maximum period of three years. It is, how- 
ever, clear that the transfer will take place 
more quickly. In fact, in various parts of 
Italy the first parcels of land have already 
been transferred to the peasants. Two impor- 
tant problems are what improvements should 
be made in the expropriated land, and what 
criteria should be applied in allocating it. 


a) Land development. 


The basic principle is that the land reform 
scheme shall provide only the indispensable 
minimum improvements required for settling 
the peasants families on the land. It will be 
for the peasants themselves to complete and 
supplement such improvements, while the 
agencies will give them technical assistance by 
providing plans and expert advisers. The peas- 
ants may receive contributions towards the cost 
of the work they carry out with their own 
labour, and may even be granted certain cre- 
dits. But it is certainly not intended that they 
shall find the farm, the house and planting 
operations already completed by the agency 
before they come in. 

This proposed method of action has the 
following considerable advantages : 


1. It does not lay down from the outset 
that production must take place on rigid and 
unchanging lines. Instead, it creates the first 
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framework for farming operations, which can 
be filled in later in the light of experience. 

2. The funds available can be used to better 
advantage. Since perfection is not the aim, 
more improvements can be started, to the 
benefit of all the new owners. 


3. From the very outset the peasant is given 
an interest in better farming. Instead of pas- 
sively receiving land already completely im- 
proved, he collaborates from the start in the 
work of reform. 


It is clear that during the first few years 
the return from the peasant holdings will not 
be enough to support the family and allow 
them to work solely to the improvement of 
their land. This will be the case particularly 
where the peasant engages in the cultivation 
of vineyards, olives, almonds, citrus fruits and 
the like, because in such a case several years 
will elapse before he is independent. During 
that period, however, he will be able to sup- 
plement his income by working on the im- 
provement schemes sponsored by the land 
reform agency. 

The successive stages of the reform, from 
the point of view of the peasant families, will 
be as follows: 


Stage 1. The agency will carry out the 
basic drainage and other improvement works, 
paying for these in full, and using so far as 
possible the labour of the peasants to whom 
the land is to be assigned; it will pay them 
normal wages. 


Stage 2. The peasants will be established on 
the land. They will collect such produce as it 
can yield in its initial state, and will assist in 
the improvement works which the agency will 
effect on the land assigned to them. At this 
stage the peasants may either be paid in cash 
for their work, or their labour may be taken 
in payment for the machinery, seeds and live- 
stock with which they have been provided. 


Stage 3. The peasants will carry out further 
improvement works on their own initiative, 
with technical help from the agency, which, 
however, will grant them partial subsidies 
on account of the work done. 
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Stage 4. The improvement works will have 
produced their full effect, and the peasants 


will be living on the fruits of their own work. 


There is one important comment to make 
with regard to the nature of the improvement 
works which are to be carried out. The es- 
sential principle is that they must yield a sure 
and quick return, since the object of the 
reform is to raise the level of productivity of 
the land. Care will therefore be taken to avoid 
starting works that are of secondary import- 
ance, or which will merely serve to beautify 
the property. The intention is that the peasants 
shall steadily rise in the social and economic 
scale through their own work and self-sacrifice. 
Therefore they are to be given nothing that is 
superfluous. They will know from the start 
that if things go badly through their fault, 
nobody will come to save them. The reform 
is not a piece of charity, but a measure requir- 
ing a strict selection of peasants who seek to 
hold the land and to survive. 

Indeed, one of the chief dangers is that the 
peasants may come to think that they are 
civil servants, employees of the State, and not 
free tillers of the soil with responsibility for 
what they do. The agencies will have to be 
on their guard at all times against the spread 
of this attitude. 

Among the improvement works, one which 
will be kept down to the absolute minimum, 
at least at the start, is the building of houses. 
There have been too many cases in Italy of 
land reclamation and improvement schemes 
based almost entirely on the building of peasant 
houses, often on too luxurious lines, without 
the slightest improvement in farming as a 
result. It almost seemed sometimes that the 
chief purpose of these houses was to be ina- 
ugurated by high authorities and_ politicians. 
They certainly led to no change in farming 
methods. In the present case, so far as possible, 
use will be made of the houses where the 
peasants now live, whether badly or well: and 
the first thing done will be to create the 
conditions for raising and improving agricul- 
tural output. So far as money is spent on 
building houses — an outlay which in the past 
has absorbed most of the funds — the follow- 
ing solutions are possible: 
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1) On land which is near the peasants’ 
present dwellings, and which can be easily 
reached, there is no immediate housing pro- 
blem. The peasants who receive the land will 
themselves take steps in the future to solve 
whatever problem there may be, and will be 


given adequate help for this purpose. 


2) In those areas where the people live in 
large villages with great distances between 
them, steps must at once be taken to start 
building fresh settlements, always on condition 
that there are large expropriated estates around 
them. Such settlements will save expense, and 
will make it easier to solve the problems of 
water supply, communications, gas and elec- 
tricity, the provision of technical guidance, and 
so forth. 

3) Only in those areas where solutions are 
not possible on the lines indicated above will 
isolated houses be built. These will normally 
be designed as substantial but bare structures. 
The peasant family will be able to live in 
such a house, and by degrees to extend and 
improve it, with financial and technical as- 
sistance from the agencies, 


Those who oppose solutions on these lines, 
and who demand perfection of style, might be 
reminded that it is in this way that human set- 
tlements on the land have naturally progressed 
throughout history. It is true that there have 
been some special cases, for instance in the 
drainage of the Pontine Marshes and in Libya, 
where complete farms and finished houses were 
provided before the farmers were settled in 
them. These, however, were quite exceptional 
undertakings, and they cannot be repeated on 
so wide a scale as that of the present reform. 

The tasks of the agencies will not include 
major works such as large-scale regulation of 
watercourses, the building of irrigation canals, 
main highways and the like, which are and 
must always be a normal part of the overall 
land reclamation scheme. The agencies will, 
however, be concerned with all improvements 
carried out on individual holdings or farms of 
the peasants. It is in fact along those lines 
that the activities of the agencies must be 
speedily directed. 

As to the development works, these must 
in the main take such forms as planting trees, 
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improving the land, helping with livestock and 
with irrigation, supplying light, power, ma- 
chinery and selected seeds, and contending 
with whatever difficulties may arise. 

The rational management and cultivation 
of land are of tremendous importance in the 
improvement of the hot, arid zones of South 
Italy. Here, too, excessive emphasis has been 
laid hitherto on river control, and little 
thought has been given to an attack at the 
roots of the evil by the adoption of systems 
of cultivation capable of conserving rain water 
for a longer period and of retarding the 
run off of water to the principal rivers. A 
system of water conservation would yield ap- 
preciable increases in production and would 
prevent water courses from receiving a volume 
of water liable to cause destructive flooding. 
Systems of cultivation aimed at preventing soil 
erosion thus provide the solution for the agro- 
nomic problems of these zones. 

A second essential is summer cultivation of 
clay soils. Clay soils are very widespread in 
Italy, particularly in the areas of the land 
reform. These are not poor soils; on the con- 
trary, they have a high content of plant 
nutrients. But their physical structure is an 
obstacle to high production. Their condition 
can be profoundly modified by deep summer 
cultivation immediately after the wheat har- 
vest. This requires suitable machines and men 
who know not only how to handle them, but 
how to handle them in a way that ensures the 
correct working of the soil. 

For these reasons and to secure a quick 
increase in production in the reform areas, the 
reform agencies have considered from the out- 
set the problem of mechanization. An initial 
program providing for the purchase of 1800 
tractors (20 percent over 70 HP, 50 percent 
from 30 to 70 HP, 30 percent less than 30 HP), 
together with the necessary implements, has 
been to a large extent carried out. A second 
program is to follow, which, according to the 
detailed plans, will bring the total to 3000, or 
about one for each 200 hectares. 

Another fundamental factor in the progress 
in the reform zones is animal husbandry. 
Much of the land in these extensive zones 
is now used, almost exclusively, for wheat 
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growing. There is a need, first, for more ba- 
lanced crop rotations, including suitable feed 
crops (alfalfa sulla and clover in particular) and 
increased livestock production. Where possible, 
irrigation will be a fundamental part of this 
more rational management. Much is also ex- 
pected from the new methods of overland 
irrigation which are capable of yielding good 
results even with very low rates (0.2 or 0.3 
litres per hectare). 

For tree crops, the reform agencies must 
turn to good account the inclinations of far- 
mers which always tend towards these crops. 
In some cases it may be necessary to curb 
rather than to encourage these inclinations, as, 
for example, in the case of vines, owing to 
the market situation. 

Improvements in the methods of working 
the land are of crucial importance. This 
presents a wide field for reform activity. The 
principal improvements include: 


1) machine threshing. Threshing in 
many of the backward areas within the scope 
of the reform is still done by hand or by 
horse treading, resulting in losses of at least 
3 to 5 percent; 


2) improved methods of olive oil ex- 
traction. In contrast to the advanced methods 
used in many parts of Italy, these areas follow 
primitive methods resulting in serious losses 
(sometimes up to 20 percent) and in oil poor 
in keeping quality and other respects; 


3) improved methods of wine production 
which, in the backward areas, is poor owing 
to improper treatment of grapes and to the 
variety of types grown; 

4) dairy industry. While dairying is, in 
general, of minor importance, the reform areas 
having little adaptability for milk production, 
it is not insignificant in some districts; 


5) organization of production and mar- 
keting of fruits and vegetables, and canning. 


The reform agencies will have to give their 
attention mainly to these and other improve- 
ments, for the development of the poor, back- 
ward areas depends on progress of this kind 
rather than on costly, ambitious land impro- 
vement schemes of questionable economic 
value. 
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b) Distribution of land. 


The problem of redistribution is dealt with 
after that of improvement because, while re- 
distribution of land sometimes precedes or ac- 
companies improvement, it can hardly be ap- 
proached withouth knowing the productive 
capacity of the farm resulting from the com- 
pleted or potential improvements. The farm 
area to be assigned to individual families must 
be determined in the light of the composition 
of the family, its labor force and the potential 
productivity of the land. The problem involves 
important and careful judgments because er- 
rors cannot be easily corrected. 

The ideal solution would obviously be to 
create self-sufficient family farms on which a 
family may find full employment for its labor 
and an income sufficient to support it and to 
meet the amortization payments over twenty- 
five years. In many parts of the reform areas 
this result is attainable because the ratio between 
the land taken over and the numbers of peas- 
ants to be settled is not unfavourable or because 
the possibilities for improvement (by tree plant- 
ing, irrigation, etc.) are sufficient to provide 
independence on a small area. In some other 
areas, however, the situation entails a division 
of land into small, non-autonomous parcels 
which oblige the holders to seek supplementary 
work and income outside the farm. The aim 
of the reform is to keep this type of farm 
to the minimum because it does not provide 
conditions for permanent settlement. Yet, in 
many parts of Calabria, Apulia, Campania and 
the Po delta, circumstances compel the reform 
agencies to subdivide land among a large num- 
ber of claimants. To discriminate between 
claimants having equal rights to land would 
be a source of serious discontent and social 
strife. Moreover, experience in the Sila zone 
of Calabria shows that small farmers have 
opportunities of work on medium-sized farms 
which remained after the reform was put into 
effect. 

The size of the family farms given to 
peasants varies widely, depending on whether 
complete farms or parcels of land are involved, 
as well as on present or potential productivity 


per hectare and on the composition and labor 
force of the families. Parcels of land vary 
from two to five hectares and farms from 4 
to 15 hectares, 

The Table II shows the distribution effected 
to date. 


Phase 3. - Organization and Management of 
New Farms. 


The reform would be incomplete and might 
fail if the work of the agencies did not provide 
continuing assistance and support to the newly 
formed farms. This aid will be of the follow- 
ing kinds: 1) technical assistance and advisory 
work; 2) organization of farm co-operatives; 
3) grants for improvements and production 
programs; 4) agricultural credit. 

An essential condition is that farmers re- 
ceiving land will not operate their farms in 
a wholly unco-ordinated and independent way. 
Immediately after distribution of land, farmers 
will be grouped in settlement centers, each 
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comprising 50 to 100 families, or 300 to 1500 
hectares, according to area and situation. It 
is expected that 800 to rooo such centers will 
be formed in the country as a whole. To each 
center will be assigned an expert who will be 
in continuous contact with the new farms. 
His work will be to organize the farms and 
he will be responsible for all farmer assistance. 
He will be an official of the reform agency, 
at least for the first ten years. 


a) Technical assistance and advisory work. 


The chief of the center will act as the per- 
manent adviser to the new farmers, giving 
technical guidance and help in the choice of 
plants and seed and bringing the needs of the 
families assigned to him to the attention of 
the agency or other competent authorities. 
Advisory work will be done as far as possible 
by demonstration and it is desirable that each 
center should have its demonstration farm. 


b) Organization of farm co-operatives. 


The settlement center will be the base of 
the co-operative organizations which are one of 
the fundamentals of the reform and one of the 
main requisites for its success. 

It is usually asserted that, in the backward 
areas under consideration, co-operative men- 
tality is lacking and that the marked individu- 
alism that exists there is the main obstacle to 
the growth of co-operatives such as those that 
thrive in other parts of Italy, notably Emilia, 
Veneto and Lombardy. In fact, it is only by 
a high development of agricultural co-operation 
that the weaknesses of small farmers can be 
overcome and that the high social aims moti- 
vating the reform can be reached. The view 
that psychological reasons are the main obstacle 
to co-operative development is mistaken. The 
truth is that little experience in co-operation 
exists in the southern areas, or that the expe- 
rience is inconclusive, being based on the re- 
sults of improvised or ill-organized co-operati- 
ves, frequently inept or academic or inspired 
by political or personal motives. If examples 
of serious co-operation, based on the real eco- 
Nomic interest of the associated farmers, could 
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be demonstrated, it is certain that the psychol- 
ogical obstacles would be found to be small. 

The reform law makes it compulsory for 
farmers to join the co-operatives that are to 
be set up. These powers are an effective aid 
for the development of co-operatives but they” 
are, admittedly, a two-edged weapon. They 
will be useful in overcoming the initial pre- 
judices of farmers and in removing diffidence 
and psychological opposition, but, inadequately 
interpreted, they might lead to forced co- 
operation, a result to be avoided at all costs. 
Farmers must be persuaded to join co-operati- 
ves by their own conviction, not by coercion. 
Advisory work and demonstration are the 
paths to follow. The Sila project did well in 
this respect by taking a hundred of its members 
on a long visit to north Italy for the purpose 
of seeing at first hand the results obtained in 
agricultural co-operation in Veneto and Alto 
Adige. 

The sound and advantageous types of co- 
operation to be considered are those that would 
provide, in particular, for: 


(a) Collective use of farm machinery. 
Each settlement center will have three to five 
tractors with attachments, drills, threshers and, 
in some cases, combines. - 


(b) Management of processing industries 
for the production of oil, wine, cheese and 
canned products. 


(c) Plant protection measures. 


(d) Maintenance of the general impro- 
vements effected by the reform (roads, ac- 
queducts, etc.). 


(e) Collective purchase of requisites (fer- 
tilizers, selected seed, feed concentrates, etc.). 


At a later stage, the possibilities of collective 
selling of produce will be studied (10). 


(10) The first co-operatives were organized in Calabria by 
the Sila Agency where the land reform was first put into effect. 
Four have begun operations in Santa Severina, Altilia, Torre 
Melissa and Melissa, their main activities being management 
of farm machinery, co-operative buying and selling and farm 
credit, usually in kind. A consumers’ store has also been 
organized where farm families can buy goods at fair prices, 
making payment in the form of labour on agricultural improve- 
ments being undertaken by the agency. Payment may also be 
made by delivering part of the farm output to the co-operative. 





c) Improvement subsidies and production policies. 


The settlement centers must give full ins- 
tructions regarding subsidies for improvements 
as explained above. These instructions must 
be as simple and practical as possible to be 
within the grasp and capabilities of the 
farmers. To achieve this, the head of the set- 
tlement center must win the full confidence 
of the farmers. 

An aspect of special interest is the pro- 
duction policy which is closely associated with 
grants of funds. 

The reform must necessarily consider the 
problem of farm production programs, includ- 
ing their relation to internal and external 
markets. Left to themselves, the farmers would 
cultivate their farms according to their tradi- 
tions and their economic possibilities. In many 
areas, for example, it is to be expected that 
considerable planting of vines would occur, a 
crop about whose prospects there is consider- 
able uncertainty, particularly for the common 
types of wine. Much more promising pros- 
pects, however, are offered by increases in the 
output of meat, olive oil, high quality citrus 
and certain new crops (linseed, cotton, maize, 
according to district). Developments in these 
directions require certain types of farm im- 
provements, such as barns and silos, a long 
waiting period for the product in the case of 
olive oil and citrus fruit, the construction of 
irrigation facilities, etc. Yet, it would be dan- 
gerous to oblige farmers to cultivate certain 
crops or to forbid others such as vine growing. 
Such a course would place the farmers in a 
position of dependence and would weaken 
their own powers of initiative which are the 
basis of the reform. It would create the im- 
pression in many cases that the regulations 
and prohibitions were not in the interest of the 
producers and produce an attitude of hostility 
towards the reform agency. 

The desired result, however, can be achiev- 
ed by the right use of subsidies — by giving 
the largest percentages for the building of 
livestock barns, for the purchase of livestock 
or the planting of olive trees, and by limiting 
subsidies for other improvements and giving 
none for vine planting. In this way farmers 
are not forced to follow lines determined by 
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the agencies but it is in their interest to choose 
these lines as against others. This policy must 
naturally be accompanied by advice, the supply 
of appropriate requisites and machines and of 
selected seed and planting material. A series 
of tactful and intelligent actions is required 
and the outcome of the reform will depend 
very largely on these actions. 


d) Credit. 


Finally, the reform must make available to 
farmers a flexible and prompt credit organiz- 
ation, providing financing for the supply of 
requisites and advances which will enable the 
family to await the harvest with tranquillity. 
Credit is of outstanding importance. It will 
be remembered that earlier instances of land 
redistribution effected by particular laws or 
expropriations have given poor results and 
have been followed after some years by reac- 
quisition of land by the original owners. The 
reasons for these failures have been found in 
nearly all cases to be the lack of effective 
credit organizations and of agencies that would 
provide aid to the peasants. The course of 
events in these cases of surrender of land has 
usually been as follows. The peasant was 
assigned a plot of unimproved bare land from 
a «latifundium ». He had to provide seed 
and at least enough wheat and beans for 
family needs until the harvest. These could 
only be obtained from someone in the village, 
from larger farmers or from merchants. Ow- 
ing to the risk and the peasant’s complete lack 
of resources, very high interest was demanded 
for these loans in kind, corresponding to 30, 
40 or 50 percent for a period of seven or eight 
months. After the harvest, the peasant could 
scarcely repay the debt and was obliged by the 
pressure of his food needs to plant all his land 
to wheat and to follow wheat with wheat. 
After a few years, his land was exhausted and 
almost barren, while the debt continued to 
grow. No other solution than to sell his land 
was possible. 

A sound credit system, without especially 
favourable terms, will remove this danger and 
ensure that forced liquidation of land will not 
follow the application of the reform legislation. 
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Conclusions. 


We have given a general outline of the 
methods and criteria of the Italian Land Re- 
form, without concealing the difficulties, but 
also without yielding to the scepticism of its 
critics. This Italian initiative, compared with 
many other attempts made in Europe, has 
some original features. To sum up, its essen- 
tial characteristics are: 


1) the redistribution of land is associated 
with concurrent work of improvement on the 
expropriated areas, involving frequently an out- 
lay approaching $ 300 per acre; 

2) farmers receiving land are required to 
cultivate it from the outset and to participate 
in the work of improvement and the raising 
of productivity; 
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3) use is made of technical means capable 
of effecting rapid increases in productivity, 
relating, in particular, to methods of working 
the soil, mechanization, irrigation, livestock 
improvement, better methods of processing pro- 
duce, etc.; 


4) farmers receiving land are grouped in 
settlement centers of 50 to 100 families in a 
way to secure the advantages of large farms, 
adequate technical direction, effective credit 
arrangements and advanced farm co-operation. 


The scheme is now in its initial practical 
phase. Expropriation of land and settlement of 
farmers are to be completed in 1952. Within 
a few years the work of the reform is to be 
completed and the responsibility for further 


progress will pass to the farmers themselves. 


The Operation of Australian Central Bank Controls 


by 


J. S. G. WILSON 


I. 


A fully-fledged central bank is a compara- 
tively recent innovation in Australia, though 
an institution performing certain of the ac- 
cepted central bank functions has indeed ex- 
isted for over twenty years. The Common- 
wealth Bank of Australia was first set up under 
an Act of 1911, but initially it was nothing 
more than a government-owned trading bank, 
which after 1913 held the Federal Govern- 
ment’s accounts and which also carried on a 
savings bank business. It is true that there 
were some among its wellwishers who hoped 
that it might become a « bank of issue and 
reserve » but there was no specific provision 
for this in its original constitution. During 
World War I, as a result of being both the 
Government’s banker and the agent of Com- 
monwealth Treasury in loan matters, the Bank 
grew in stature and influence and had already 
begun its evolution towards central banking 
status. However, apart from the largely abor- 
tive attempt of 1924 to convert it into a central 
institution on the Bank of England model, 
matters rested there until 1929, when depres- 
sion conditions obliged the Commonwealth 
Bank, almost against its will, to take charge 
of both the credit situation and the exchange 
rate. Nevertheless, and even in these circum- 
stances, relations between the Commonwealth 
Bank and the privately-owned trading banks 
were such as to preclude anything more than 
the most tentative guidance in matters of credit 
policy and interest rates. Undoubtedly, the 
investigations of a Royal Commission, which 
reported in 1937, helped to clear the air, but 
nothing material was done, prior to the out- 
break of World War II, to implement its 
recommendations. There was, in short, much 
opposition to the concept of a central institut- 


ion strong enough to impose a monetary policy 
other than that favoured by the banking com- 
munity as a whole. If the Commonwealth 
Bank was to fulfil its responsibilities as a cen- 
tral bank, some addition to its powers was 
essential. 

The advent of World War II considerably 
hastened its development towards this goal. 
During the first two years of war, the em- 
phasis continued to be on central bank leader- 
ship and trading bank co-operation, but as the 
inflationary dangers became more real, Govern- 
ment opinion came to favour «a thorough 
scheme to curb unnecessary monetary expan- 
sion». After much discussion, and not with- 
out some threat of compulsion, a « voluntary 
agreement » to accept Commonwealth Bank 
controls was extracted from the trading banks. 
However, before this agreement could be im- 
plemented, the Government was defeated and 
the succeeding Labour Government decided to 
gazette the Wartime Banking Control Regu- 
lations of November, 1941. These required the 
trading banks inter alia to comply with the 
advance policy laid down by the Common- 
wealth Bank from time to time; to secure the 
prior consent of the Commonwealth Bank 
before acquiring securities for investment pur- 
poses; and to lodge such part of their « surplus 
investible funds » as the Commonwealth Bank 
might direct in Special Accounts held with the 
Bank. A nominal rate of interest was paid 
on these deposits, and withdrawals might only 
be made at the discretion of the central bank. 
Interest rates were likewise controlled, but 
under the Economic Organization Regulations. 
All these provisions were incorporated, sub- 
stantially unchanged, in the banking legis- 
lation of 1945 and thus formed the basis of 
the central bank controls in operation today. 








Il. 


Briefly, the banking legislation of 1945 (1) 
had three main purposes: 

(i) to regularise the relations of the Com- 
monwealth Bank with the government of 
the day; 

(ii) to continue and extend its trading 
activities; and 

(iii) to strengthen it as a central bank. 


Thus, specific provision was now made in 
the new Commonwealth Bank Act for pos- 
sible differences of opinion between the Go- 
vernment and the Bank on questions of policy, 
such that the Government assumed ultimate 
responsibility for policy and, in the event of a 
disagreement which could not be resolved by 
discussion, the Bank was obliged to give effect 
to the Government’s policy. Under an amend- 
ing Act of 1951, however, the Commonwealth 
Treasurer was obliged on such occasions of 
disagreement to bring the relevant papers to 
the notice of each House of Parliament. At 
the same time, the Commonwealth Bank 
Board, which had been abolished in favour 
of an « Advisory Council » in 1945, was rein- 
stituted as a means of assisting the Governor in 
the management of the Bank. The new Board 
consists of ten members with the Bank Gover- 
nor as Chairman and the Deputy Governor 
as Deputy Chairman. The Secretary to the 
Treasury is a member but of the seven others 
at least five must not be officers of the Bank 
nor of the Commonwealth Public Service. In 
the result, several members of the former 
Advisory Council were reappointed and, of the 
non-official members chief emphasis was plac- 
ed on representatives of the primary industries. 
The manufacturing industries were directly re- 
presented by only one member and the trade 
unions not at all. 

In view of the broader purposes of the 1945 
legislation, the proposal to expand the Com- 
monwealth Bank’s commercial activities in 
active competition with the trading banks 
(previously the competition had been passive) 
may appear somewhat surprising. The Com- 
monwealth Savings Bank, the Rural Credits 


(1) There were, in fact, two cognate measures — the Com- 
monwealth Bank Act 1945 and the Banking Act 1945. 
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Department, and the Mortgage Bank Depart- 
ment (set up in 1943) were all continued in 
existence and additional provision was made 
to provide finance to assist in the development 
of small industries through an Industrial Fi- 
nance Department, together with arrangements - 
for housing loans on erédit foncier terms. It 
is indeed unusual for a central bank to engage 
in large-scale trading activities, but there are 
two aspects of this decision which deserve to 
be borne in mind. First, the Commonwealth 
Bank was the creation of a Labour (i.¢., So- 
cialist) Government, which had thought to 
break a private banking monopoly by setting 
up a Government-owned trading bank and the 
Labour Government of 1945 undoubtedly 
shared that tradition. Hence, under the new 
legislation, it was laid down that the Com- 
monwealth Bank, through its general banking 
division, « shall not refuse to conduct banking 
business for any person, by reason only of the 
fact that to conduct that business would have 
the effect of taking away business from ano- 
ther bank ». Second, and apart from impor- 
tant advantages in staffing the trading and 
central bank sections of the Bank, it has some- 
times been argued in Australia (e.g., by the 
Royal Commission, which reported in 1937) 
that Commonwealth Bank competition with 
the trading banks is a useful supplement to 
its central banking powers. One might think 
that latterly (with the considerable extension 
of powers which took place in 1941) this ar- 
gument would have lost much of its force, 
but chief emphasis seems to be placed now on 
the possibility of direct credit expansion 
through the Bank’s trading departments in 
times of recession. In the event of a clash 
between its trading interests and central bank 
responsibilities, the Bank would presumably be 
bound to place national considerations above 
those of immediate profit. Indeed, there are 
already signs that this philosophy is gaining 
strength within the Bank itself. It may yet 
be maintained that this is not an easy task 
the Bank has set itself, since it would seem 
that a central bank must lose something in 
objectivity when it is a question of deciding 
advance policy for one or other of its own 
trading departments. In theory, it may be 
argued that the system should work as well 








here as outside, but, in practice, it rarely does. 
For the rest, the Bank would maintain the 
view that the fields in which it has expanded 
its activities most — industrial finance and 
housing loans —- are those which were pre- 
viously catered for somewhat inadequately and 
that the case for an expansion of these facilities 
was therefore strong. Whatever the arguments, 
there can be little doubt that the provision of 
additional facilities during a period of infla- 
tionary strain (such as that which has obtained 
during the postwar period) appears to operate 
against the damping process which has been 
the purpose of central bank controls. In ad- 
dition, the trading banks naturally resent what 
they regard as the privileged competitive posi- 
tion of the trading sections of the Common- 
wealth Bank and, in particular, the fact that 
the special account procedure (referred to 
below) is not applied by the Bank to its own 
trading departments. It is this which militates 
against the wholehearted co-operation of the 
trading banks in implementing central bank 
credit policy. That so much has nevertheless 
been achieved says much for the good sense of 
both sides. It cannot be wholly ascribed to the 
existence of powers of compulsion, since no 
central banking system can survive on that 
basis alone. 

The most effective arguments put forward 
by the Labour Government in 1945 to support 
the view that the Commonwealth Bank should 
be permanently strengthened as a central bank, 
while at the same time serving as an instru- 
ment of Government financial policy, were 
drawn from the history of the Bank during 
the years of depression during the ’thirties. The 
Commonwealth Treasurer in introducing his 
legislation recalled that « the necessities of the 
economic situation in Australia (in 1929-33) 
produced a central bank. But it did not fully 
measure up to its responsibilities», and he 
quoted the Royal Commission’s opinion that 
certain extensions of the powers and functions 
of the Bank were required to enable it to 
carry out those responsibilities. The first step 
was to embody in the Commonwealth Bank 
Act a formal recognition of the Common- 
wealth Bank as central bank. Previously, it 
had come to act as such in fact, but had not 
been granted the status by law. However, this 
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alone would scarcely have constituted a mate- 
rial change. Permanent powers to control 
credit conditions, which were the essence of 
the matter, were therefore incorporated in a 
cognate measure — the Banking Act 1945 — 
the primary objective of which was to con- 
tinue in operation the wartime controls over 
the trading banks. In addition, there were a 
number of general provisions requiring bank- 
ing institutions to be licensed, permitting the 
Commonwealth Bank to obtain information 
regarding the financial stability of a trading 
bank, and giving the central bank powers of 
investigation and active control of the affairs 
of a trading bank at its discretion. It is, how- 
ever, with the operation of the credit controls 
that we are more particularly concerned. 


III. 


Nowadays, the regulation of the volume 
of credit in order to assist in the damping 
of business fluctuations is a generally recognis- 
ed function of any central bank and the case 
for it scarcely needs to be argued. Where 
differences of opinion and of practice arise 
is in the field of technique. In other words, 
how — given its particular environment — 
can a central bank most effectively control 
the availability of trading bank cash, which is 
the basis of bank lending? Australia develop- 
ed her own technique of immobilizing increas- 
es in trading bank cash reserves during the war 
years and it was now proposed to continue 
this control (under the terms of the Banking 
Act 1945), so that the wartime accumulation 
of bank funds could not be used as the basis of 
an inflationary postwar expansion of trading 
bank advances and investments. 

Under the Act, the Commonwealth Bank 
was now empowered to require each trading 
bank to lodge in Special Account such sums 
as the central bank might consider to be neces- 
sary in the light of current credit conditions. 
However, as an upper limit, the Common- 
wealth Bank might not require the lodgment 
of an amount, which would cause the balance 
in a bank’s Special Account to exceed the 
amounts transferred from its wartime Special 
Account plus any increase in that bank’s assets 












following the commencement of the appro- 
priate provisions of the Banking Act 1945. 
Withdrawals from these special accounts might 
be permitted, though possibly subject to con- 
ditions, and, in point of fact, substantial with- 
drawals have already been allowed under these 
provisions (¢.g., during the latter part of 1947, 
again in mid-1949, and end-1951 to early 1952) 
«to meet the liquidity requirements of the 
banks». Interest is paid to. each bank semi- 
annually on the daily balance of its Special 
Account at a rate not exceeding 17/6d. per 
cent per annum (2), to be determined from 
time to time by the Commonwealth Bank, 
with the approval of the Federal Treasurer. 
After the war, it was realised that the re- 
establishment and expansion of peacetime in- 
dustry would require some increase in bank 
advances, which had fallen from 91.7 per cent 
(as a ratio to total deposits) in June, 1939 to 
35-7 per cent in June, 1945 and that it would 
be necessary to leave sufficient liquid funds 
with the banking system for the purpose. 
Accordingly, for the three years to July, 1948, 
only about 45 per cent of the imcrease in 
trading bank assets was, in fact, called to 
Special Account and by June, 1948 the ad- 
vance-deposit ratio had climbed to 48.7 per 
cent. At the same time, the ratio of special 
accounts to deposits was reduced slightly from 
41.5 per cent to 40.9 per cent, though this 
relative stability was perfectly consistent with 
the rise in the advance-deposit ratio, provided 
there were compensating changes elsewhere in 
the balance sheet position of the banks. We 
must therefore look to the other main asset 
item — holdings of Government securities. At 


the end of the war, the banks held quite sub- 
— 


stantial amounts of Government securities — 
as a ratio to deposits, Treasury bills stood at 
8 per cent and other Public Securities at 17.9 
per cent in June, 1945 — a large part of which 
had been bought during the war years at a 
time when advances were falling. By limiting 
the releases it was prepared to make from 
Special Account, the central bank could force 
the trading banks to meet a large part of their 
increased demand for liquid resources by sel- 
ling Government securities and, as advances 


(2) That is, 7/8 per cent. 
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began to increase rapidly after 1945, this was 
insisted upon. The Treasury bill ratio was 
reduced to 1.4 per cent by June 1949, though 
it subsequently recovered to 2.7 per cent in 
1951, while the ratio of other Public Securities, 
which had reached a peak of 19.6 per cent . 
in June, 1946 had fallen to 7.5 per cent 
by 1951. 

But the rate of growth of advances of the 
different banks was very uneven and, even by 
mid-1947 (when the overall ratio of other 
Public Securities was still 12.4 per cent), the 
security holdings of certain banks had already 
been reduced to a low level. This develop- 
ment was followed by requests to the central 
bank for releases from their special accounts. 
However, the central bank took the view that 
any further relaxation to enable the banks to 
continue a rapid expansion of advances would 
have defeated the purpose for which the special 
account procedure had been instituted. This 
tightening up was reflected both in a fall in 
the advance-deposit ratio to 41.1 per cent in 
June, 1951 and a rise in the special accounts 
ratio to 46.0 per cent in the same month, 
though increases in the liquid resources of the 
community as a whole (the result of high wool 
prices) and the consciously conservative policy 
of two of the leading banks (the Bank of New 
South Wales and the Commercial Banking 
Company of Sidney) would also have been 
partly responsible. 

At the same time, it was appreciated that 
to have forced these banks into a situation in 
which they could not have met the new requir- 
ements of their customers would have been 
too drastic. It was also recognised that credit 
controls must be administered with reasonable 
flexibility. It was realised, first, that « current 
demands on a bank for advances are fre- 
quently the result of decisions made many 
months earlier, so that a change in policy takes 
a considerable period to become fully effect- 
ive»; and, second, that «a rigid limitation 
of funds may involve the refusal of legitimate 
finance for an eminently desirable purpose ». 
Instead of permitting further releases from 
special account (upon which the trading banks 
were allowed %4 per cent per annum), flex- 
ibility was provided by granting to the banks 
in- question short period central bank loans 
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at a rate of 34 per cent per annum, which 
placed these banks on the same footing as 
those which were still able to sell Government 
securities, though these new arrangements 
were primarily designed to discourage any ten- 
dency for the banks to rely on this source of 
finance. The intention was merely to provide 
a breathing space, such that these banks could 
continue to meet the essential requirements of 
their customers while adjustments in their ad- 
vance policy were being effected. It was em- 
phasised that central bank loans were intended 
as a strictly temporary source of finance for 
the sole purpose of providing «an essential 
element of flexibility » but that it would be 
«normal policy to provide for the growing 
requirements of the economy for finance by 
releases from special account on a scale suf- 
ficient to support an appropriate level of bank 
investments », and the banks would be ex- 
pected to adjust their operations over a period 
to conform with this general level. For the 
formulation of this policy, the central bank (in 
conjunction with the Commonwealth Treas- 
ury) was, of course, fully responsible, but it 
has become the practice to consult with the 
trading banks before making major policy 
changes, and co-operation appears to have been 
close even when the trading banks have dis- 
agreed with the details of the control. 

Latterly, the Commonwealth Bank seems 
to have adopted the so-called SACT ratio (2.¢., 
the combined total of Special Accounts, Cash, 
and Treasury bills as a ratio to deposits) as 
a rough working rule in determining what 
proportion of the increase in deposits should 
be called to Special Account. There is some 
evidence to suggest that this ratio was gra- 
dually raised to about 50 per cent, at which 
figure the Bank has sought stability for the 
system as a whole. In the result, some part of 
the increase in trading bank deposits has been 
left free. However, the ratio has, on occasion, 
been allowed to vary as between banks (in 
the event of their having special commitments) 
and the chief complaint has related to the 
uncertainty of Commonwealth Bank action. 
It is understood that this is now being over- 
come by means of conferences with the trading 
banks. 


Another continuation of wartime powers 


under the 1945 legislation related to the direct- 
ion of lending. Where the Commonwealth 
Bank is satisfied that it is necessary or ex- 
pedient to do so in the public interest, it may 
determine the policy to be followed by the 
trading banks in relation to advances and the 
Commonwealth Bank may give directions, 
with which each bank must comply, as to the 
classes of purposes for which trading bank 
advances may or may not be made. However, 
the Commonwealth Bank may not « make 
any determination or give any direction with 
respect to an advance made, or proposed to 
be made, to any particular person». This 
control over the direction of lending was 
regarded not only as an essential continuing 
power in the postwar transition period but 
also the means of checking an unbalanced 
expansion of credit resulting in sectional in- 
flation and distortions in the structure of pro- 
duction. Supplementing this power to control 
the direction in which credit was granted, the 
Commonwealth Bank was also required to 
control other forms of trading bank invest- 
ment. Thus, except with the consent in writ- 
ing of the Commonwealth Bank, a trading 
bank may not purchase or subscribe to securit- 
ies of the Commonwealth or of a State, the 
securities of any local governing body in 
Australia, or securities listed on the stock ex- 
change. 

In accordance with these responsibilities 
(and again following the precedents of the war 
years), the Commonwealth Bank has issued to 
the trading banks from time to time « policy 
directions relating to advances in various classes 
and for various purposes ». These advices have 
been reviewed on frequent occasions, in the 
light of current economic conditions and the 
experiences of the banks in carrying out the 
policy required. In general terms, this has 
been «designed to ensure that bank finance 
available was used for the most important pur- 
poses and that advance policy did not add un- 
necessarily to the existing inflationary pressure 
on resources. In particular, it emphasised that 
long-term capital for development and new 
enterprises should be obtained as far as practi- 
cable from outside the banking system, that 
the inflation of capital values should not be 
encouraged by lending on optimistic valuat- 
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ions, that current expenditure beyond current 
income should not be facilitated, and that 
primary producers should be encouraged to 
take advantage of their currently high incomes 
to increase their equities in their properties 
by the reduction of their overdrafts and other 
debts ». Within this broad framework, credit 
policy has been made increasingly selective in 
an attempt to curb the rising inflationary 
pressure. 

In May, 1949, and again in November, 
1950, when advance policy was under review, 
changes were only made after detailed con- 
sultation with the trading banks. The central 
bank continued to be «solely and fully res- 
ponsible for the content of this policy », but 
it was felt that « such consultation can ensure 
that the wide contacts and detailed experience 
of trading banks play their appropriate part 
in the formulation of policy in relation to 
the distribution of credit». In addition, the 
central bank decided, though not without 
some hesitation, to make its advance policy 
public. « The Bank is anxious that its policy 
in matters of such concern to the community 
should be widely known and understood. 
There is, however, a danger that publication 
may lead to undue importance being attached 
to changes and thus militate against flexibility 
in a policy which must be sensitively adjusted 
to changing economic conditions », One can 
appreciate the reasons for this hesitancy, yet it 
would seem that by taking the public into its 
confidence a central bank stands to gain more 
than it could lose and this experiment in 
publicity is to be commended. 

On the question of interest rates, it was the 
Government’s view that their control would 
be just as important in the postwar period 
as during the war years and that a low rate 
of interest would encourage the maintenance 
of a high level of economic activity and em- 
ployment.. For this reason, the Common- 
wealth Bank was empowered, subject to the 
Treasurer’s approval, to make regulations to 
control rates of interest payable to or by banks, 
or to or by persons in the course of any bank- 
ing business carried on by them, or rates of 
discount chargeable by banks or by other 
persons in the course of any banking business 
carried on by them. Regulations may also be 
3 
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made providing that no interest is to be paid 
on demand deposits (except savings bank de- 
posits and then only up to a certain specified 
amount). 

Initially, however, the wartime control ar- 
rangements were continued and maximum 
rates of interest were fixed by the Common- 
wealth Bank under the Economic Organiz- 
ation Regulations (under which the first Order 
had been made in March, 1942), presumably 
because these could be applied to a wider 
range of rates than regulations under the 
Banking Act 1945. During the war years, there 
had been a persistent downward pressure on 
interest rates. This policy was continued post- 
war and they reached their lowest level in 
December, 1946, when the trading banks’ 
overdraft rate was reduced to 4% per cent 
and rates on fixed deposits were similarly 
lowered to levels which varied from %4 per 
cent for those with a maturity of 6 months 
to 1%4 per cent for 24 months, though for 
amounts in excess of {A 10,000 the latter rate 
was reduced to 1 per cent per annum, the 
rate also applicable to 12 months deposits. 
Savings bank rates were fixed at 2 to 2% per 
cent for the first {A 500, with 1 to 1% per 
cent on the remainder of a deposit up to 
£A 1,000. There has been no postwar increase 
as yet in Australian trading bank overdraft 
or deposit rates, but there has been someth- 
ing of a break in the cheap money policy 
elsewhere in the interest rate structure. For 
example, at its meeting in August, 1951, the 
Australian Loan Council (which is a body 
consisting of representatives of the Common- 
wealth and State Governments, and of the 
Commonwealth Bank, with responsibility for 
co-ordinating governmental borrowing require- 
ments) decided to raise the interest rate on 
new Government loans from 31/8 per cent 
to 33/4 per cent. This was followed by an 
announcement by the Federal Treasurer that 
as from September, 1951 the maximum rate 
at which loans might be made to semi-govern- 
mental and local authorities would be raised 
from 31/2 per cent for State Government- 
guaranteed loans and 35/8 per cent for non- 
guaranteed loans to an over-all 41/8 per cent. 
The maximum rate on loans raised by build- 
ing societies guaranteed by State Governments 
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was increased at the same time from 37/8 per 
cent to 41/2 per cent. Whether these changes 
constitute the first steps in a general move 
towards dearer money, it is difficult to say, 
but they may at least be read as a partial con- 
fession by the Government that its low rate 
policy has only served to accentuate the exist- 
ing inflationary pressures and that stronger 
measures are now needed. 


IV. 


In addition to credit controls, it is necessary 
to consider the present legislative arrangements 
for the mobilisation “of overseas funds. The 
Royal Commission on Banking had felt it to 
be desirable that the Commonwealth Bank 
be provided with sufficient overseas funds not 
merely to provide for the debt service of 
Australian Governments in respect of loans 
raised abroad but also to assist the central bank 
in the performance of its necessary functions. 
That was in 1937. Before their recommend- 
ations could be acted upon, however, the 
proximity of war necessitated the imposition 
of exchange control. The Government hoped 
that after the postwar «transition period » 
was over this control would no longer be 
necessary, but because overseas resources may 
not always be sufficient to meet normal ex- 
change requirements it nevertheless provided 
in the Banking Act 1945 for the future use 
of exchange control in the event of an emer- 
gency. Under more normal conditions, it was 
anticipated that less stringent arrangements 
would suffice and the Act therefore also em- 
powered the Commonwealth Bank to buy 
whatever proportion it might need of any 
foreign currency which the trading banks ac- 
cumulated abroad as a result of their Austra- 
lian business after the commencement of the 
Act. In exercising this right, however, the 
Commonwealth Bank would be required to 
take the same proportion from each bank and 
to make allowance for any blocked balances 
which the banks might hold. The price at 
which transactions in sterling were to be ef- 
fected was to be a matter for agreement 
between the Commonwealth Bank and the 
trading banks or, in default of agreement, as 
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determined in an action for compensation. 
Special provisions ensured that the trading 
banks would have sufficient foreign currency 
available to meet all their normal business 
requirements. The gold provisions in the Act 
were similar to those which were operated 
during the war years. Thus, the consent of the 
Commonwealth Bank might be required for 
the taking or sending of gold out of Australia 
and any person who has gold in his possession 
or under his control might be required to 
deliver it to the Commonwealth Bank or to 
some other prescribed authority such as a 
Mint. Naturally, provision was made for the 
use of gold for professional or trade purposes. 
The Commonwealth Bank was to pay for 
gold delivered to it at a price fixed and 
published by itself, though the seller could (if 
dissatisfied) have the price determined in an 
action for compensation against the Com- 
monwealth Bank. Since these provisions might 
not be required as a permanent feature of 
central bank control, they might be brought 
into operation (or suspended) wholly or in 
part by proclamation. However, so far during 
the postwar period, exchange control has had 
to be continued and it has been operated along 
the lines developed during the war, with such 
changes in emphasis as have been dictated 
from time to time by the current position of 
sterling (to which the Australian pound is 


linked). 
V. 


It will be apparent that under the 1945 
legislation, the Commonwealth Bank has been 
given a wide range of powers to control the 
supply and distribution of bank credit in 
Australia, together with the related foreign ex- 
change position, though the high level of liqu- 
idity inherited from the war years and the sub- 
sequent import of inflationary influences from 
abroad (as a result of high export prices) has 
necessarily qualified the completeness of the 
control to date. Furthermore, the maintenance 
of cheap money during the early postwar 
period must have accentuated the impact of 
inflation, despite the tightness of the controls 
operated by the central bank. 

It would be unfair, however, to leave 
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matters there and it is advisable to discuss 
in addition the reactions of the trading banks 
themselves to the form of credit control adopt- 
ed. The feeling amongst trading bankers in 
Australia is that the powers accorded the 
central bank in 1945 were too wide. This 
nervousness was undoubtedly accentuated by 
the unsuccessful attempt to nationalise the 
private trading banks in 1947 and which was 
only finally scotched — on constitutional 
grounds — in 1949. Trading bankers have 
also been extremely critical of the operation 
of credit control during the postwar years. 
Not all of these criticisms have perhaps been 
entirely fair, but at least they should be 
brought to the reader’s attention. For example, 
trading bankers have argued that the fault 
lies with the emphasis on compulsion, which 
has hindered the development of « classical » 
central bank techniques. They allow that 
Australian conditions impose severe limitat- 
ions upon the use of such techniques and that, 
despite the marked growth in the magnitude 
and quality of the bond market in :xecent 
years, open market operations on the scale 
that would be required to prevent a secon- 
dary credit expansion based on a substantial 
initial change in cash reserves would be im- 
practicable. The more open-minded of them 
would agree that the central bank should be 
equipped with reserve compulsive powers, but 
even so they doubt whether these should be 
exercised at any time on the basis of a month 
by month control. They claim that there is 
a danger that the existing controls will tend 
to promote rigidity, particularly as the several 
banks differ widely in the structure of their 
business and their policies of development. 
More specifically, the tendency to confuse 
«monetary » with « profit» control is depre- 
cated. This is said to introduce an element 
of uncertainty and to militate against smooth 
operation. There may well be something in 
this view, yet it could still be argued that 
sometimes the most effective way of imple- 
menting particular types of action is to exert 
an influence on profits. In any case, the 
Commonwealth Bank has not been concerned 
merely to hold profits within a ceiling. There 
have been times when it has facilitated ad- 
justments in the distribution of trading bank 
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earning assets in order to prevent profits from 
falling. In other words, a floor has also been 
implicit in its policy. Again, the control over 
trading bank investment in Government secu- 
rities is regarded as both unnecessary and — 
unwise, since it hinders the natural develop- 
ment of the market and impairs the banks’ 
second line reserve of liquid assets. The trad- 
ing banks also doubt whether qualitative con- 
trol through advance directives can be operat- 
ed effectively in practice. Quite apart from 
the difficulty of defining the purpose of an 
advance, it is objected that decisions of this 
kind are taken outside the market and that 
the costs of misjudgment may be heavy. The 
criticism is not apparently of the need for 
guidance of a general character, but the re- 
duction of directives to « formal » and detail- 
ed terms. 

However, it may be that too much impor- 
tance has been attached to this charge of 
« over-formalisation », It could be argued that 
an advance policy stated in more general terms 
would fail to provide any true guidance at all 
and there is something to be said for specific 
guidance in chosen matters. Nor should it be 
forgotten that the interpretation of policy is 
very largely the responsibility of the trading 
banks themselves. They may, of course, ask 
the Commonwealth Bank for advice and, in 
certain cases, must, but the degree of compuls- 
ion is not unduly burdensome. Indeed, co- 
operation in implementing a general policy 
comes nearer the aim of the central bank. 
There is, nevertheless, one consequence of the 
control over advances which genuinely worries 
the trading bankers. During the course of 
the postwar inflation, the central bank has 
requested the adoption of an_ increasingly 
selective advance policy. In particular, it felt 
that finance for capital expenditure and _per- 
manent non-fluctuating working requirements 
should be obtained from outside the banking 
system. Trading bankers have argued that, 
if this policy is persisted in for any length of 
time, it will seriously weaken central bank 
control, besides encouraging greater credit in- 
stability in time of recession. The trend 
towards split borrowing by business firms from 
banks, other financial institutions, and private 
persons is already noticeable and, in this way, 








the insurance companies, for example, have 
increased their business loans considerably. In 
a certain sense, they have become « bankers ». 
Yet they are not subject to central bank 
control (3). Naturally, the trading banker 
resents this loss of business, especially when 
he feels that little has been gained in any 
overall sense. 


VI. 


What, on a balance of considerations, 
should our final judgment be? It must be 
recognised that banking today is an activity 
so vital to the welfare of the community that, 
in the view of many- writers, effective control 
is not possible without wide powers. More- 
over, it has been argued that in Australia the 
method of control adopted is eminently suited 
to local conditions, since the narrowness of the 
security market (despite its expansion since 
1939) and the relative immaturity of financial 
institutions do not permit the effective use of 
the more sophisticated methods of credit con- 
trol worked out for the more mature econo- 
mies and banking systems of the United King- 
dom and the United States. Thus, open 
market operations have been little used in 
Australia as a means of influencing the cash 
base (the primary purpose of such activity in 
this instance has been the conditioning of 
Government security prices) and there is no 
mechanism, such as the London Money 
Market, through the delicate operation of 
which it is possible to implement changes in 
the structure of interest rates. In these cir- 
cumstances, central bank leadership was likely 
to be slow and difficult and the forces of 
tradition less persuasive than powers of com- 
pulsion. Furthermore, the vulnerability of 
Australia as an open economy may now be 
safeguarded to a certain extent by appropriate 
central bank action, Australian prosperity has 
always been dependent on conditions overseas 
and it was hoped to overcome some of the 
disadvantages of this position by resorting to 


(3) They have been subject to the Capital Issues Control, 
though this may appear to have less permanence than controls 
operated by the central bank. The Capital Issues Control has 
already been discontinued once since the war and had to be 
reimposed. 
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central bank measures designed to cushion 
Australia’s domestic economy against the im- 
pact of external shocks. 

Postwar experience would suggest, how- 
ever, that much has yet to be learnt before 
it will be possible to control adequately the 
types of inflationary pressure which have af- 
fected the Australian economy in recent years. 
It is true that some of the most powerful 
factors have been very largely outside domestic 
control. Until the recent check in wool prices, 
export incomes had risen progressively. Recur- 
rent rumours that the Australian pound was 
about to be revalued prompted importers to 
delay payments and overseas buyers of Austra- 
lian exports either to pay in advance or to 
transfer funds to Australia in anticipation of 
early purchases. In addition, there was the 
movement of a certain amount of «hot 
money» to Australia as a pure speculation. 
Further, there has been a heavy capital inflow 
since the end of World War II for permanent 
investment in Australian industry. All this 
has meant considerable additions to Australia’s 
overseas funds and a consequent appreciable 
net increase in the liquid assets and deposits 
of the banking system. This presented the 
central bank with a formidable problem, com- 
plicated still more by the Government’s insis- 
tence on an ambitious policy of immigration 
and development. Without the operation of 
credit control, the situation must have been 
much worse. Nevertheless, Australian expe- 
rience has served to underline the limitations 
of credit policy in an open economy and must 
qualify considerably the faith placed in the 
1945 legislation. So much for the control of 
inflation. With recent falls in wool prices and 
an extravagant expenditure of overseas earn- 
ings, Australia’s sterling balances have slum- 
ped heavily and tighter credit conditions may 
soon obtain, but the handling of such a situ- 
ation is unlikely to prove as difficult, since 
the Commonwealth Bank seems to be quite 
well armed to deal with the perils of deflation. 
Yet the coming months may well provide the 
Bank with its first opportunity to test the 
efficacy of the resources available to fight 
recession. Again, one must expect that the 
results will be qualified by the operation of 
external factors. 
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Has Western Germany a Liberal Market Economy ? 


by 





KARL F. MAIER 


I 


Western Germany has 50 million inhabi- 
tants — as many as Great Britain. It has also 
the same area, and thus the same density of po- 
pulation, z.¢. 200 per square kilometre. Three- 
fifths of its soil are arable land and meadows, 
or that is, 2,800 square metres per head — a 
tiny piece of land. The other two-fifths are 
covered by woods and moors, lakes, rivers and 
bogs, rocks, roads, and houses. The land of 
Western Germany is cultivated intensively by 
relatively small undertakings. As a result the 
yield is twice as high as in the United States 
per acre, but only half as high per head of the 
agricultural population, and probably only one- 
fourth as high per working hour. Thus, the 
agricultural population of Western Germany 
is relatively numerous; it constitutes a good 
quarter of the whole German population and 
is four times as large as the British agricultural 
population. In spite of the heavy use of labour, 
the home production of food is sufficient for 
only 60 per cent of the population of Western 
Germany. The same is true for wood. Coal 
is the only product of the soil which exists in 
sufficient quantities. There is little iron, po- 
tash, and oil, and practically nothing else; no 
non-ferrous metals, no bauxite, the source of 
aluminium, nor even good China clay. In 
short, the land is scarce and the soil is poor. 

The people of Western Germany are at the 
present time of an unusual composition. In 
the most efficient working age-group of 20-40 
years, a million men are missing, whilst the 
less efficient group is relatively more numerous 
than before the war. Both these facts help to 
teduce the average output of the workers; it 
ls 20 per cent lower than in 1938, and about 


10 per cent .ower if we make allowance for 
the effect of the poorer provision of equip- 
ment. Of the 50 million inhabitants of Western 
Germany, 9 million are refugees from the East, 
and two-thirds of these are unfit for work. 
The refugees live for the most part where the 
houses have been least damaged by bombs, 
that is in the country districts. But just in 
those districts there is little work for them. 
In the industrial districts, on the other hand, 
housing is lacking. This is already one cause 
of unemployment. This fact and the higher 
than average proportion of the unfit, contri- 
bute powerfully to the heavy expenditures for 
public assistance, which now amount to 13 per 
cent of the net social product at factor cost. 
At the present moment over 13 million people 
in Western Germany are in receipt of hep 
from public funds. To sum up: the potential 
social product is diminished by three factors: 
the abnormally high number of the unfit; 
unemployment; and the low output per head 
of the employed population (1). 

The productive apparatus left in the Western 
Zones after the partition of Germany in 1945, 
was, in spite of the damage wrought by the 
air and land war, still as large as the corres- 
ponding one of 1938, or perhaps even larger 
if we judge it merely by the number of machi- 
nes and building units. But size alone tells 
little. The war, by destroying single machines, 
single buildings, single concerns, had riddled 
the machinery of production. The dismantl- 
ings had continued the same process by other 
means. In addition, the wear and tear of the 
first three years after the war generally ex- 


(1) Most recent figures obtained from: Deutsches Institut fiir 
Wirtschaftsforschung and Bank deutscher Lander. 
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ceeded what was made good by the meagre 
repairs. Hence the productive apparatus was 
probably smaller in 1948 than in 1938; it was 
in a poor state of repair and was for the most 
part technically out-of-date. And what was 
especially important, its composition was dis- 
torted. This last circumstance was due to four 
different causes. 

Since 1936, while certain industries, im- 
portant for armaments had, it is true, consider- 
ably enlarged their plant, by no means all had 
done so, as, for example, the coal industry. 
Other branches, in the so-called civilian sector, 
had even shrunk. In both cases the reason lay 
in the direct controls. The second cause of the 
distortion was the price-stop; until the middle 
of 1948 the prices of 1936 were still enforced, 
and the more strictly the more « essential » the 
article was considered to be. These prices, 
however, had for a long time ceased to cor- 
respond to the real scarcity relations, and so 
had the productive apparatus in so far as it 
was geared to these prices. The third cause 
of the distortion was the cutting off of the 
Russian Zone with which the economy of 
Western Germany was formerly complement- 
ary. The fourth and last reason was the 
isolation of Germany from the outside world 
over the preceding ten years. In short, not 
just small, but mutilated by the war and the 
dismantlings, distorted by the effect of the price- 
stop, the war economy and the partition, worn 
out and out-of-date — that was the condition 
of the productive apparatus of Western Ger- 
many in 1948. This was not only true of the 
machinery of production taken as a whole; 
one or more of the features of this description 
applied to each individual concern. 

The technical knowledge and skill of the 
population of Western Germany was formerly 
about on the same level as in other industrial 
countries. But the unequal development bet- 
ween 1936 and the end of the war, and the 
cessation of research since the war have caused 
it to lag behind. To-day Western Germany 
takes technical advice and manufacturing _li- 
cences in large measure from abroad, without, 
as formerly, being able to give equal return. 

To sum up: 50 million people with tech- 
nical knowledge and skill, living on an area 
which can feed only 30 millions and from 
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which the only raw material yielded in suf- 
ficient quantity is coal, and equipped with a 
machinery of production which is worn out 
and for the most part out-of-date, mutilated 
and distorted — that is the constellation of 
circumstances characterising the economy of 
Western Germany in the middle of 1948. 


What was to be done in this situation in 
order to bring production and supply as 
quickly as possible up to the optimum? The 
employment of still more labour in agriculture, 
which was already highly labour intensive 
and had already reached an advanced stage 
of diminishing returns, promised little. And 
there were no waste areas that could be taken 
into cultivation. Agriculture was also the least 
likely sector of the economy from which an 
increase in the productive power of the work- 
ers through better nutrition might be expected. 
What agriculture needed was first, more and 
better equipment instead of valueless paper 
money in exchange for its produce, and se- 
condly, capital, in order to restore the ex- 
hausted soil and the worn-out equipment at 
least to their pre-war condition. Thus the key 
to improvement in agriculture lay with indus- 
try. But even with a maximum expenditure 
of effort, the agricultural produce of Western 
Germany would only suffice for 30 of its 50 
million inhabitants. 

The other, far more powerful means, for 
the improvement of the standard of living, is 
the export of manufactured goods in payment 
for the food and the raw materials which can- 
not be produced at home. And this indeed 
presents the only possibility of giving full 
employment to the whole population with a 
reasonable level of remuneration. The export 
trade in finished goods is always more vari- 
egated than that in raw materials or half- 
finished goods; and the export trade of West- 
ern Germany must be especially highly dif 
ferentiated, on account of the large number 
of relatively small concerns, the greater neces- 
sity for them to meet the special requirements 
of customers than is the case with their great 
competitors, and the fact that they do not 
occupy a favoured position in the world 
market. Many thousands of articles and qua- 
lities are on the selling list of Western Ger- 
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many, and the number of daily sales contracts 
is correspondingly large. 

Export trade of this kind calls for a pro- 
ductive apparatus which can deliver goods of 
high quality, and in waich the individual con- 
cerns can adapt themselves swiftly and exactly 
both to each other’s requirements and to those 
of foreign markets. It thus needs people with 
a spirit of enterprise, expert knowledge, in- 
dustry and application. It also needs adequate 
capital for repairs, replacements, and the en- 
largement and adaptation of the productive 

lant in response to the new, completely 

changed data of the economic process. Exports 
(with of course corresponding imports) on 
the one hand, and the creation of capital on 
the other, are therefore the two prerequisites 
for achieving a standard of living which from 
a modest beginning gradually rises to an op- 
timum level. These are the two great needs 
of Western Germany. It may be very roughly 
estimated that a standard of living equivalent 
to the average standard of Western Europe 
would require, on the one hand, additional 
capital of some DM 1oo billions (60 for indus- 
trial concerns, and 4o for housing) and, on 
the other hand, annual exports of DM 15-20 
billions at the price level of 1950 in order to 
finance corresponding imports. (Great Britain 
with a territory and population of equal size 
imported DM 31 billions worth of goods in 
1950, of course with a standard of living 
considerably higher than the West European 
average). 

Western Germany will therefore have to 
organize its economy with the aim of promot- 
ing exports and capital formation: this is the 
inevitable consequence of the constellation of 
circumstances which has prevailed in the West 
German economy since 1945. In other words, 
the ability to expand exports and to increase 
the provision of capital will be the criterion 
for deciding what is the best type of « eco- 
nomic order ». Which is in fact the best from 
this point of view? 


II 


We have had in Germany a considerable 
amount of experience with different types of 
In the "twenties we be- 


«economic order ». 
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came acquainted with the degenerate market 
economy in which the steering mechanism was 
partly put out of order by innumerable mono- 
polies and rapidly increasing import duties, 
with as a result falling productivity and rising 
sensitivity to crises. In the ‘thirties we ex- . 
perienced the next step, the 50 per cent cen- 
trally-planned economy. It gives the appear- 
ance of being very successful, is much praised 
and recommended at the present time, and is 
characterised by slow permanent inflation com- 
bined with price-stop on the domestic market, 
which produce full employment, and by 
export-drives and exchange control in the 
foreign market, which are clumsy and ex- 
pensive. There was in 1936 a well organized 
export-drive, which involved the elimination 
of competition i:tween German firms, and 
subsidies, the level of which was continuously 
adapted to market conditions in each single 
country for each single article and each single 
quality; and, none the less German exports 
did not at that time rise more rapidly than 
did the exports of other countries which did 
not have this complicated and expensive ap- 
paratus. Soon physical controls also became 
necessary. A pretty system arose with transfer- 
able quotas of iron and other important raw 
materials, a s~called « Kernplanung » (core- 
planning, if litterally translated). This system, 
of course, was mainly based on the figures 
which the degenerated market economy had 
provided, and, moreover, the workers and 
employers did not yet know that their rising 
savings accounts and bank deposits, the reward 
of their efforts, would some day vanish instead 
of providing them with a carefree old age. The 
success of this highly unstable intermediate 
stage was due for the most part to the transitory 
inheritance from the market economy: the 
rational and consistent economic structure, the 
initiative and high quality of the work. The 
tendency for the element of central direction 
to expand in this «50 per cent system » is 
powerful, and is strengthened by every change 
in the data governing the economic process. 
In time, the inherited distribution of the 
economic quantities no longer suffices; and 
there must then be real central planning and 
direction. This exposes the defects. Neither 
the quantities of goods, nor the dates of . utput 
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are the appropriate ones. Moreover, indiffer- 
ence, quality deterioration and waste become 
widespread, and call forth exhortations from 
Ministers of the Government as a substitute 
for the inducement of full shop windows. 

We are well acquainted with the next step, 
the roo per cent centralized direction and 
planning of the war-economy. It benefits from 
the inducement of patriotism and other weighty 
incentives. It has the advantage that the army 
is from the outset a totally centrally-directed 
machine with priority over everything else; 
this fact greatly simplifies the task of planning 
as long as there exists an « unimportant » 
civilian section from which the foreseen and 
unforeseen deficits of military planning can be 
made good. The monient this civilian section 
is exhausted, of course, the impossibility of 
making an exact distinction between degrees 
of «importance» and « unimportance » be- 
comes apparent. 

We have come to know the third variety 
of central planning since the end of the war, 
a variety which is without patriotic motives. 
A multiple system of centralised administra- 
tions, one in each Zone, planned complete 
chaos, on the basis of the prices of 1936. The 
contravention, either arbitrarily tolerated or 
subject to severe punishment, of instructions 
gradually led to the growth of a black market, 
without which this « planning » would have 
broken down sooner, and more terribly than 
it actually did. Under this form of control a 
steady consumption of capital took place. The 
index of production stood in the middle of 
1948, three years after the end of the war, at 
only 44 per cent of the 1938 level. This figure, 
however, gives a much too favourable picture 
because it fails to take account of two highly 
important properties of the goods — their 
quality and their ability to satisfy wants. This 
is sometimes overlooked, and false conclusions 
are drawn. The 44 per cent was made up, in 
good part, of souvenirs, expensive ash-trays and 
similar articles, of textiles which tore after a 
single day’s wear, or shrunk to half their 
original size, of shoes with cardboard soles, 
and of repairs of repairs. A workman needed 
at that time only a sixth of his pay to buy his 
legal rations, and therefore at the most only 
one member in a family worked. But there 


were no unemployed, for the rest of the family 
made long tramps on foot or excursions by 
train to exchange a pan, a shirt, a sheet, or 
anything of immediate usefulness for a tiny 
quantity of food. It took a thousand hard 
working people to do in one day as much as 
could have been done by a lorry with two 
drivers. Only a quarter of the exports at the 
beginning of 1948 consisted of manufactured 
goods. 

Experience shows that a mixture of cen- 
tralised direction and market economy carries 
in itself a powerful tendency towards the ex- 
tension of the centralizing elements, that the 
centralised direction is incapable of closely 
adjusting a complicated machinery of produc- 
tion to new data; that initiative and the striv- 
ing after quality decline in proportion to the 
part taken by the central direction, and that 
finally the will to save gradually dwindles. If, 
however, exact adjustments of the productive 
apparatus, initiative, a striving after quality, 
and the will to save, are the conditions for 
export and the formation of capital, then any 
economic order which embodies a considerable 
measure of central planning and direction is 
unsuitable for Western Germany. 


By reason of these experiences, and espe- 
cially of those of the 50 per cent economy, 
some people in Western Germany have been 
endeavouring since the middle of 1948, in spite 
of opposition at home and abroad, to develop 
the market economy as the prevailing « eco- 
nomic order», The first decisive measure was 
the Currency Reform. Logically consequent 
upon it was the freeing of many markets from 
central control. What was the result of this 
attempt? The relative prices of the freed in- 
dustrial sector have adjusted themselves in con- 
formity with the new data of the West Ger- 
man economy; they again reflect the relative 
scarcities of goods and have led to correspond- 
ing adaptations of production programmes. 
The degree of satisfaction of wants which the 
average working hour has given since the re- 
form has for that reason alone risen consider- 
ably. The volume of industrial production has 
increased and, what is equally important, its 
quality has substantially improved. The index 
of production indicates only the first of these 
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two aspects and does not thus measure the full 
extent of the progress made. The index rose 
from an average of 4g in the first half of 1948 
(the Currency Reform dates from 21st June, 
1948) to an average of 139 in the second half 
of 1951. Exports rose from DM 600 millions 
in the first half of 1948 to DM 7,800 millions 
in the second half of 1951. The proportion of 
finished goods in the total increased during 
these three and a half years from 30 per cent 
to 77 per cent. This shift of the output stream 
towards exports of finished goods took place 
without any « export drive », and without sub- 
sidies or other measures for influencing private 
decisions. 

This result exceeds all expectations and is 
exactly in the necessary direction. It demons- 
trates once again the capacity of the price 
mechanism of the market economy to coor- 
dinate, and give a rational direction to a com- 
plicated productive apparatus. It confirms the 
correctness of the considerations which led to 
the choice of the market economy as the most 
appropriate economic order. 

What is remarkable in this development is 
the rate of increase in the production curve, 
not the level reached so far, which is still below 
the West European average. The increase is 
the more remarkable in that the reform of 
1948 was not complete. Important markets 
are to-day still under government control, and 
it is precisely these which have lagged behind 
the progress of the whole. The entire coal 
industry is excluded from the competitive 
sphere; the price of coal is fixed by the autho- 
rities and the output is subject to allocation. 
Housing is strictly controlled, rents being 
fixed below cost. The whole transport system 
— railways and motor transport as well as the 
postal service — is strictly monopolised under 
government authority. The prices of impor- 
tant agricultural products are also fixed by 
the authorities. 


Ill 


The other great need of Western Germany 
is the formation and effective distribution of 
capital. We shall now briefly consider what 
happened in this sphere. 

It would be in keeping with the principles 


of the market economy if business profits were 
paid out to the owners of the firms earning 
them and these persons were taxed like every- 
one else, but in a measure such as would allow, 
through savings, the creation of capital com- 
mensurate with the size of the income. It is 
certain that saving would take place under 
these conditions. The savings would flow into 
the capital market, where, independently of 
their origin, they would be distributed by a 
suitable banking organisation according to the 
usual considerations of security, earnings, and 
future prospects. Through the general com- 
petition between the managers of firms for 
new capital, the relationship between managers 
and owners would be justly balanced. 

But the economy of Western Germany 
since the middle of 1948 has been different 
from this. The amount of dividends that may 
be paid out has been limited by law to a max- 
imum of 6 per cent. A complicated system of 
taxation works in the same direction. The 
profits of a concern are in the first place cur- 
tailed inside the concern by a capital and a 
profits tax. Both are proportional, and thus 
produce together a slightly regressive rate 
which at the minimum is just over 60 per cent 
(on a return of 10 per cent, for example, the 
tax amounts to 70 per cent of the profits). 
What remains of profits, in so far as they are 
distributed to the owners, is subject again to 
the capital tax and in addition to the steeply- 
rising income tax. This results in the follow- 
ing situation: if the profits are not distributed 
the concern will get 30 per cent, the owner 
nothing, the State 70 per cent; if they are 
distributed, the concern will get nothing, the 
owner next to nothing, the State practically 
everything. The objection might be raised 
that if the profits are retained, the 30 per cent 
is in reality added to the net worth of the 
owners, and is thus equivalent to the transfer 
of income to the future. The socialising ten- 
dencies in Western Germany, however, reduce 
this increase in wealth to a very doubtful 
prospect. Since all capital invested at a fixed 
rate of interest was reduced to one-twelfth by 
the currency reform, the net income derived 
from such capital has practically disappeared. 
The result of this is a rigorous levelling of net 
incomes. The worker has to-day again the 
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same real income level as in 1938; officials and 
employees have on the average about 80 per 
cent of that level; all other medium and higher 
incomes have been reduced to a fraction of the 
level of 1938, the smaller the higher they are. 
In consequence the capacity to save of indivi- 
duals is limited to relatively small amounts, 
e.g. for a life insurance or a house, or a savings 
book. 

The other side of the picture of this level- 
ling of net incomes is the dwindling to in- 
significant proportions of the capital market. 
In the three years following the currency 
reform which took place in the middle of 
1948, long-term securities up to the total value 
of DM 2,670 millions were issued in Western 
Germany, but only DM 1,800 millions have 
been sold. Of this amount DM 600 millions 
went to industry. In addition there were 
made available during these three years, a 
further DM 3,600 millions of long-term credits 
not in the form of securities, DM 1,000 mil- 
lions of German, and DM 2,600 millions of 
American origin. On the whole therefore the 
tiny sum of DM 530 millions annually of Ger- 
man long-term capital of all kinds was placed 
at the disposal of the industry of Western Ger- 
many by the capital market. 

The total capital formation was, however, 
greater than this; as a consequence of the 
above-mentioned measures, and of some minor 
alleviations concerning depreciation allowan- 
ces, it was shifted mainly to the business con- 
cerns and, to a lesser extent, to the public 
authorities. It is estimated that since the cur- 
rency reform an annual average of about DM 
8,000 millions have been invested directly in 
the firms of Western Germany out of their 
own funds. The condition for this kind of 
investment was a profit-making business. The 
higher the profit, the greater was the possibility 
of capital formation and of investment; indeed 
it was more than proportionately greater. The 
mechanism for taking away profits both from 
the firms and from the owners acts as a dam, 
against capital outflow and inflow, round each 
individual firm. The reservoirs are filled to 
different levels. Individual firms are able to 


extend investment much further down the 
curve of diminishing marginal returns than is 
the case for the average. Between the different 
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reservoirs there is dry land. The management 
of the concern sits inside the wall, the owners 
outside. 

What has been said concerning the dam- 
ming up of long-term capital, holds good, in 
principle, also for short-term capital; here too 
the yield is lessened by the artificial keeping 
down of interest rates. By federal law, all the 
commercial banks have been grouped into a 
single organisation, a kind of compulsory car- 
tel, which is practically controlled by the Cen- 
tral Bank. But not only the group as a whole 
but also each individual bank is as a rule 
dependent upon the Central Banking System 
because of the need to rediscount. The Central 
Bank has hitherto used this dependence for a 
fairly strict though elastic credit control, spe- 
cific direction being, however, only occasion- 
ally given. The interest rates on deposits are 
at present fixed by this bank cartel. On sight 
deposits 1 per cent is paid and on the longest 
term deposits up to 5 per cent. Advances cost 
10% per cent and discounts of commercial 
bills 714-10 per cent. 

Because, however, business concerns as well 
as the public authorities must keep a certain 
amount of funds readily available without re- 
gard to the rate of interest, the market for 
short-term capital is much better supplied than 
that for long-term capital. Total bank deposits 
in the middle of 1951 (not counting DM 4,000 
millions of savings deposits) amounted to ap- 
proximately DM 19,000 millions. Of these 
DM 6,000 millions belonged to the public 
authorities and DM 13,000 millions to private 
depositors, chiefly business firms. After May 
1950, private deposits rose in one year by DM 
2,200 millions, or that is, in exactly the same 
proportion as the index of production (28 per 
cent). In view of the international rise of 
prices, this means a relative decrease. The other 
side of the balance sheet, i.e. short-term credits 
to the economy, has shown the same rate of 
increase. It is, however, remarkable that over 
the same period time-deposits increased by DM 
1,500 millions, that is by 100 per cent, while 
at the same time one-third of all the long-term 
securities issued remained unsold. 


The market for short-term capital rests on © 


a very well organised, extensive banking ap- 
paratus which is intimately connected with 
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business concerns of all sizes. This market 
thus has a double advantage over the long-term 
capital market, which possesses neither the 
funds nor a banking apparatus in any way 
corresponding to the great importance of long- 
term industrial credit. The total of long-term 
credits given by banks to industry, commerce 
and handicrafts, amounted, in the middle of 
1951, to approximately DM 4,000 millions, or, 
that is, to less than one third of the short-term 
credits. The lack of a suitable organisation 
for long-term credit, an organisation which is 
accessible to all and not merely to the biggest 
concerns, is a serious problem for a number of 
reasons. First, because given the shortage of 
capital in Western Germany, the importance 
of credit is much greater than formerly, and 
this is especially true of long-term credit which 
alone makes possible a secure financing of 
plant and equipment; secondly, because the 
insufficiency of long-term credit means that a 
good deal of financing is short-term which 
would better be long-term, and this increases 
the sensitiveness of Germany to the trade cycle; 
and finally, because in what there is of an or- 
ganisation for long-term credit, the state, with 
one powerful bank, the « Kreditanstalt fiir 
Wiederaufbau » (Reconstruction Finance Cor- 
poration) already possesses the lion’s share. It 
looks as though the state intended to reserve 
this largest and most important field to itself 


“and indeed with remarkable means. At the 


present moment (autumn of 1951) a govern- 
ment bill is being presented according to which 
a part of the sums annually set aside for de- 
preciation in the manufacturing industries, 
independently of whether they are making 
profits or losses, is to be forcibly diverted to 
the financing of the raw material industries, 
especially the controlled and lagging coal in- 
dustry. The extremely powerful Trade Unions 
have already demanded that 100 per cent of 


the depreciation allowances shall be forcibly 
taken away and redistributed by the Recons- 
truction Finance Corporation — a programme 
which would imply complete socialisation and 
the end of the Market Economy. 

Briefly, the capital sector of Western Ger- 
many since the reform of 1948 may be charac- 
terised as follows: forced saving through the 
levelling of net incomes; the concentration of 
capital formation partly in the hands of the 
State with rigid central distribution, and partly 
— the larger part — in the hands of business 
concerns as the result of numerous measures 
of state policy; direct long-term investment in 
those concerns which are creating capital; and 
in consequence the destruction of the free 
capital market. This is a policy which is 
highly unfriendly towards the private capitalist, 
is relatively friendly towards management, and 
clearly shows the beginnings of a central direc- 
tion of investment. 


IV 


Western Germany has since the end of the 


- Second World War been confronted with the 


necessity of solving two major economic pro- 
blems: the development of exports, and capital 
formation. Since the reform of the economic 
order undertaken from the middle of 1948 on 
it has made good progress in both these direc- 
tions. The first problem was solved with re- 
markable success through the mechanism of 
the market economy; the second was appro- 
ached with methods which suppressed the free 
market. Thus Western Germany does not have 
a free market economy but something half- 
way towards such an economy; and this half- 
way position is not liberal, and is not intended 
to be. What it is intended to be is a social 
market economy, and what it is in danger of 
becoming is a centrally directed economy. 
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CORRADO GINI 


One of the problems that came up before 
the meeting of the Association on Income and 
Wealth, recently (26 August—1st September 
1951) held at Royaumont, was that of finding 
a unit of measure for the purchasing power 
of money which will remain stable, and will 
therefore give a precise meaning to its vari- 
ations in successive periods, whether close to 
one another or far apart. This is indeed a 
necessary condition in order to proceed to 
correct comparisons between the monetary es- 
timates of the national income and wealth 
of a country for different terms; and especially 
so if, in the interval, new goods have appeared 
on the market and others by the same name 
have varied in quality. This problem arose 
once more in space when it became necessary 
to extend the estimates to backward areas or 
even to primitive peoples so as to compare the 
results with those of civilized countries. It is 
indeed no new matter, and long ago it had 
already been carefully examined (1) with results 
which we shall here discuss and develop. 


The purchasing power of money is evident- 
ly equal at different times and in different 
places when a monetary unit can purchase the 
same goods in all of them, but the goods may 
be nominally, or physically, or economically 
the same. 


(*) Lecture given at the University of Delhi, December 9, 
1951 at the request of the Delhi School of Economics. 

(1) See: L’ammontare e la composizione della ricchezza 
delle nazioni, Turin, Bocca, 1914, pp. 529-533; Ouelques consi- 
dérations au sujet de la construction des nombres indices des prix 
et des questions analogues, in « Metron», vol. VI, No. 1, 15.VII. 
1924, PP. 14-22, 139-149; Methods of Eliminating the Influence 
of Several Groups of Factors, in « Econometrica », vol. 5, No. 1, 
January 1937, pp. 67-70. 





A house in a village and a house in a 
town; a railway compartment of a hundred 
years ago and one of today; an acre of swampy 
land at a certain date and the same acre when 
reclaimed some years later; a kilogram of 
touch tasteless beef eaten in Sardinia and a 
kilogram of the tender juicy beef of the foot- 
hills of Lombardy, are identical quantities of 
goods that are nominally the same but physical- 
ly different. A ton of coal before and after 
the invention of the steam-engine; a cwt. of 
pitchblend before and after the discovery of 
radium; a gallon of the same wine in a year 
of shortage and in a year of plenty; a picture 
by a famous painter today and two hundred 
years ago; a tax-free house and a_ house 
physically identical but burdened by a tax 
amounting to 1/5th of its rentable value, are 
identical quantities of goods nominally and 
physically equal, but economically different. 

By nominally equal we mean those goods 
that are described by the same names; by 
physically equal those that possess the same 
physical and chemical qualities; by economi- 
cally equal those that have the same econ- 
omic utility, that is to say those in which the 
utility of the last unit (marginal utility) mul- 
tiplied by the number of units is equal. 

When the goods purchased with a given 
monetary unit are nominally, physically, econ- 
omically equivalent, we shall speach respect- 
ively of the equal nominal, physical, economic 
purchasing power of money. And the vari- 
ations in time and space in the nominal, 
physical or economic purchasing power of 
money will be shown by the variations in the 
quantity of the nominally, physically, or econ- 
omically equal goods that can be purchased 
in diverse times and places with a given 
unit of money. 








Between the nominal and physical power 
of money, on the one hand, and its economic 
power, on the other, there are two essential 
differences. 

The one is that the nominal purchasing 
power of money, like its physical purchasing 
power — and likewise their several variations 
in time and space — may and generally does 
vary for the several commodities, while the 
economic purchasing power — as is unanim- 
ously admitted — is equal for all commodities. 
Consequently, its variations in time and space 
are also equal for the several commodities. In 
other words, the relation of marginal utility 
to price, or, as it is briefly described, the 
weighted marginal utility, is found to be equal 
for all commodities. Therefore, while to obtain 
the measures of the nominal and physical 
purchasing power of money or of its variations 
account must be taken of all commodities, 
and the mean of their respective purchasing 
powers must be calculated, in the case of 
economic purchasing power it would suffice 
to ascertain it for one kind of commodity only. 

Another difference is that the nominal or 
physical purchasing power is an objective 
datum, corresponding to the quantity of goods 
that can be purchased with a given monetary 
unit, whereas the determination of the econ- 
omic purchasing power is based on economic 
utility which depends on the marginal utility 
of the goods in question, and this’ is an 
extremely subjective quantity, that not only 
varies from one person to another, but also, 
according the circumstances, for the same in- 
dividual, and that cannot be objectively me- 
asured. It is owing to this subjective character 
that economic utility, and therefore the econ- 
omic purchasing power of money, can only 
be conceived in relation to a given person. 
Therefore, several writers, indipendently one 
of other, have thought it might be equated 
to a typical or average economic man. This 
is a convention whose bearing we shall have 
Occasion to examine further on. 


It will be clearly understood from the 
above that the difficulties met with in deter- 
mining the purchasing power of money vary 
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greatly according to whether the purchasing 
power considered is nominal, physical, or econ- 
omic. 

No theoretical difficulty stands in the way 
of determining nominal purchasing power. 
We need only know the per unit price of the 
several goods and the quantities ascribed them 
in the total (whether income, capital assets, 
exchanges) with reference to which we wish 
to determine the purchasing power. 

On the other hand, we meet with serious, 
not to say in many cases insuperable difficul- 
ties, in determining the index number of the 
physical purchasing power of money, in those 
cases in which it differs from the index num- 
ber of its nominal purchasing power. 

The difficulties can be overcome when the 
qualitative differences between the goods desi- 
gnated at different times by the same term can 
be reclassified by quantitative differences. If, 
for example, in the course of time the cattle 
of a given country have gained weight in a 
marked degree as a result of improved breed- 
ing, or crossing, or importing, or selecting, 
then the item «a head of cattle » will acquire 
a different physical meaning at different times; 
it will, nevertheless, be possible to make a 
cattle statistics again comparable by assuming 
as a measure o° the national livestock wealth, 
not the number of heads, but their weight. 

If however not only their weight but their 
quality also has improved, the aforesaid device 
will be insufficient. Indeed, in the course of 
time, the physical qualities of many goods 
vary. The quality of lands varies, either be- 
cause of slow emersion or submersion or be- 
cause the fertility of the humus is exhausted, 
because meteorological conditions have chang- 
ed. The quality of houses varies with changes 
in the materials available and in the tastes of 
the people. The quality of silk, wool, cotton 
varies with variations in the animals bred or 
plants cultivated. The quality of wines varies 
with the varieties of the vines that are best 
suited to the changing requirements of long 
distance carriage, of new markets, of the pro- 
tection against parasites previously unknown. 
Similar and yet more marked differences are 
met with in the same moment from one coun- 
try to another. These difficulties in making 
comparisons may be neglected when it is a 





question of brief differences in time, or of 
countries of a similar description; but they 
acquire an importance that it is impossible 
to measure but which is certainly very marked, 
when the periods are far apart, or the countries 
very different. This would lead us to the 
conclusion that it is possible to calculate reli- 
able index-numbers for the variations in phys- 
ical purchasing power of money only when 
the periods considered are fairly near to each 
other or between countries of a similar nature, 


But much the most interesting problem is 
however that of determining the economic 
purchasing power of money and its variations 
in time and space. As a matter of fact, careful 
examination shows that the nominal and the 
physical purchasing power of money are chiefly 
of interest as approximate expressions of its 
economic purchasing power. Now, to deter- 
mine the variations in economic purchasing 
power, one of two ways can be followed. 

The way we shall first follow takes as 
its basis the index number of the nominal 
or physical purchasing power, starting from 
the hypothesis that the economic purchasing 
power of money in time and space has varied 
in the same degree. It is shown, as a matter 
of fact, that the variation in the economic 
purchasing power of money is equal to the 
variation in its nominal or physical purchasing 
power, divided by the variation of the econ- 
omic utility of the goods nominally or physic- 
ally equal (2). 

It is indeed impossible to admit, even as 
an approximation, that the economic utility 
of individual commodities, that are nominally 
or physically equal, can have remained cons- 
tant in space and time. But the hypothesis 
that economic utility has remained equal on 
an average is a very different one, the plus 
variations that have occurred on the one side 
being offset by the minus ones that have oc- 
curred for other goods. With few exceptions, 
this hypothesis can be accepted as an approx- 
imation for two moments that are sufficiently 
near one to the other, or for two localities or 


(2) See: Methods of Eliminating, etc., p. 69. 
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for populations that are much alike. This 
leads to the conclusion that the variations in 
the physical purchasing power of money can 
be taken, for periods near to one another or 
for similar countries or populations, as index 
numbers of economic purchasing power. 

This cannot however be accepted for pe- 
riods distant one from the other, or for 
populations or localities that differ in a mark- 
ed degree, and this is due not only to oc- 
casional factors such as those noted above (the 
invention of the steam-engine, the discovery 
of radium, famines, taxation), but also as a 
result of persistent factors relating to evolution 
in time and structure in space. 

The utilisation of the physical properties of 
matter is indeed making steady progress. As 
a result of such progress it can be said that 
the variations of the physical purchasing power 
of money in time are less favourable than 
those of its economic purchasing power. Si- 
milar differences in the utilisation of the phys- 
ical properties of matter are met with from 
one country to another, depending on the 
degree of technical progress each has achieved, 
so that we may expect that the comparisons 
that may be made in space, on the basis of the 
differences of the physical purchasing power 
of the currency, afford an image of the dif- 
ferences of the economic purchasing power 
which is unfavourable for the more technically 
advanced countries. 

Another circumstance that acts in the same 
sense is the refinement of tastes that varies in 
time and space with the advance of civilis- 
ation. This is not, properly speaking, an ef- 
fect of technical progress, but rather of cul- 
tural education, which may vary from one 
time to another and from one place to ano- 
ther, sometimes in an inverse sense to technical 
progress, as can be seen by comparing, for 
instance, Latin and Anglo-Saxon countries, 
and the countries of Europe as a whole with 
those of the American continents. 

Again, it may be considered that the cyclic- 
al variations in the purchasing power of money 
brought about by the «conjuncture » do not 
fully match the variations in its economic 
purchasing power, because in periods of pros- 
perity — physical qualities being equal — 
goods are more fully used, while they are 








less so in periods of depression. It may there- 
fore be concluded that the cyclical variations in 
the economic purchasing power of money are 
less marked than are those in its physical or 
nominal purchasing power. 

On the other hand, in the course of time, 
the tasks assigned to the Government and to 
other Public Bodies have been increasing and 
with them the quota of private income from 
capital assets absorbed by rates, taxes, and 
duties, Therefore the value of capital assets 
has declined and the physical purchasing power 
of money has increased in a degree which is 
not matched by the variation of its economic 
purchasing power. 

Therefore, in drawing comparisons between 
periods distant from one another and between 
populations that differ in a marked degree, we 
shall no longer be able to trace, from the 
nominal or physical purchasing power of 
money, its economic purchasing power; and 
even in the case of comparisons between 
periods not very distant from one another, 
it will be necessary to select, if possible, similar 
phases of the «conjunture» or, at least, to 
take into account the fact that the economic 
purchasing power of money is more stable 
than its nominal or physical one, and we must 
also take care to see whether, in the interval, 
fiscal charges have varied. 


The expedient of chain index numbers 
might however be resorted to. 

An interval of time, however long, can 
always be sudivided into a finite number of 
shorter intervals which we may call « inter- 
valets » of a length that will allow of drawing, 
without committing noteworthy errors, com- 
parisons between the nominal or physical pur- 
chasing power of the money in the first and 
in the last moment of each intervalet and to 
go back from the variation ascertained for this 
to the respective variation of its economic pur- 
chasing power. 

Likewise, if we give up the attempt to 
draw a comparison between the purchasing 
power of the money of populations with radic- 
ally different economic activities, we may con- 
sider the possibility of comparing each of these 
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with populations of an intermediary character, 
so graduated that the differences between the 
two populations that follow one another in the 
scale, shall not be such as to prevent com- 
parisons for the purpose of determining the 
economic purchasing power of their moneys. 

Thus, for instance, while it is impossible 
to compare the present-day economic purchas- 
ing power of money with that prior to the 
invention of the steam-engine, we might, at 
least in theory, divide the long interval of 
time intervening between the two periods into 
a series of intervalets, placing the first inter- 
valet astride the date of the invention of the 
steam-engine, and comparing the purchasing 
power of the currency in the first and in the 
last moment of the intervalet. In making 
such a comparison we should have to limit 
ourselves to considering commodities common 
to both the limit-moments of the intervalet, 
excluding those that require the existence of 
the steam-engine. We shall then go on to 
make comparisons between the limit-moments 
of each of the intervalets, using of course for 
each comparison different weights, correspond- 
ing to the importance that the several groups 
of commodities existing in both the limit- 
moments acquire. We thus obtain a series of 
chain index numbers of purchasing power, 
from which the influence of the invention of 
the steam-engine is elirhinated, a series that 
allows us to go back to the comparison of 
the purchasing power of money between any 
two of the limit-moments considered, and 
more especially between the last and the first 
of them; i.e. at the present time and before 
the invention of the steam-engine. 

Likewise, while it is impossible to draw a 
comparison between the purchasing power of 
money of an Eskimo tribe engaged in hunting 
and fishing, and the purchasing power of 
moncy of the inhabitants of New York City, 
engaged in trade and industry, it is not, 
theoretically at least, impossible to compare 
the purchasing power of the money of the 
Eskimo tribe with that of a tribe of Red In- 
dians, also living on hunting and fishing, and 
then to draw a comparison between that tribe 
and another tribe, also of Indians, living on 
hunting, fishing and agriculture, followed by 
a comparison between the latter and other 








tribes of Indians living mainly on agriculture, 
and then extend the comparison to a village of 
Americans engaged principally in agriculture; 
who could further be compared to another 
American village engaged not only in agricul- 
ture but also in industry and commerce, and 
finaliy to draw a comparison between these 
and the inhabitants of such a city as New 
York, engaged exclusively in trade and in- 
dustry. 

In both cases, however, the expedient can 
only be used to avoid the difficulties arising 
from discontinuous variations in the physical 
qualities or the economic utility of the com- 
modities, such as those variations arising from 
the invention of the steam-engine, which are 
matched by the different importance of the 
various categories of goods and can therefore 
be eliminated, even if only approximately, in 
the comparisons by recourse to an appropriate 
system of weighting, but it cannot provide a 
remedy for the continuous variations arising 
from steady progress or from territorial grad- 
ations in the systems of organisation and in 
the utilisation of the properties of matters, 
continuous variations which also affect — even 
if only slightly — the comparisons between 
two immediately successive intervalets, or be- 
tween two similar populations and which 
cannot therefore be eliminated by the chain 
system above referred to. 

The remedy can therefore only be a partial 
one. 


“* * 


When, for one reason or another, it seems 
impossible to travel back, either directly or by 
recourse to the chain method of index num- 
bers, from the physical or nominal purchasing 
power of money to its economic purchasing 
power as related to the whole body of goods, 
all we can do is to try the second way. We 
thus endeavour to deduce the variations in the 
purchasing power of money from the variati- 
ons in its nominal or physical purchasing 
power as related to one commodity or to some 
special commodities whose economic utility is 
approximately steady. 

If indeed there were some article or group 
of articles whose economic utility for man re- 
mained constant through time, the index of 
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variation of the nominal or physical purchas- 
ing power of money in the case of such a 
coramodity or commodities, would coincide 
with the index of variations of its economic 
purchasing power, as the economic utility pur- 
chased with a unit of money would, as we 
have said, be equal for all the commodities. 

Our problem, then, consists in finding a 
commodity or group of them which appro- 
aches as far as possible: this ideal condition, 
and which can therefore be used as a minimum 
common denominator of the economic pur- 
chasing power of money. 

For this purpose those goods must be ex- 
cluded the income from which may be ab- 
sorbed in varying measure by rates, taxes and 
duties. These do not indeed alter the physical 
qualities but they obviously reduce the econ- 
omic utility of the goods on which they are 
levied. On the other hand, the economic 
utility of goods is greater the greater the 
security of possession, or the sounder the 
guarantees of the continuation of the income 
derived from them. Immovable properties are 
those on which fiscal levies are most important 
and most variable, and securities are those the 
future income from which is most precarious. 
Such goods should therefore be excluded when 
trying to determine the variations in the econ- 
omic purchasing power of money. Preference 
should, instead, be given to commodities. But 
here again a distinction should be drawn be- 
tween the several groups. The economic utility 
of labor considered as a commodity, which 
several writers have thought might be used 
for the purpose of measuring the economic 
purchasing power of money, is also subject to 
the variations occurring in taxation, and its 
utilisation is affected by our technical know- 
ledge. These variations also affect very defi- 
nitely the utility of instrumental goods and 
raw materials, which are also affected by the 
fiscal burdens weighing on the enterprise. 

In selecting the commodities it is therefore 
advisable to consider only those for direct 
consumption, and among them a further di- 
stinction should be drawn between goods for 
immediate consumption, such as foodstuffs, 
and durable goods, such as artistic objects, 
jewelley, clothes, etc. Both kinds can be taxed, 
but only the durable goods are subject to taxes 
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levied on the consumer, because it is only 
they, that, as a rule, are held by the consumer 
for some time. The taxes on goods for im- 
mediate and direct consumption are, instead, 
levied on the producers or salesmen, as in the 
case of wine. This means that the price paid 
by the consumer is raised by these taxes, and 
therefore the physical purchasing power of 
money, as related to such goods, is reduced in 
the same measure as its economic purchasing 
power. In any case, the taxes do not affect 
the correspondence between the variations of 
the price paid by the consumer for a certain 
quantity of commodities for direct and im- 
mediate consumption and the variations in 
the economic utility he obtains from them. On 
the other hand, the problem of future conser- 
vation does not arise in the case of goods for 
immediate consumption or at least it is of 
much less importance than in the case of 
durable goods. 

The conclusion to which we are led is that 
the measure of the physical purchasing power 
of money is more likely to be much the same 
as that of its economic purchasing power when 
it is based on the retail prices of goods for 
direct immediate consumption. 

Among such goods, foodstuffs deserve spe- 
cial consideration as they correspond to needs 
universally felt, and among foodstuffs pre- 
ference should be given to those that on the 
one hand are of widespread use, and that on 
the other have preserved through the course 
of time the same physical characteristics. 

Wheat meets these requirements having 
been essential element in the nutrition of the 
peoples of the white race since remote pre- 
historic times. 

We are therefore led to enquire whether 
the variation in the price of wheat could 
not supply a suitable inverse index number 
of the variations in the economic purchasing 
power of money. 

It may be remarked that there have some- 
times been and there still are sudden variations 
in the price of wheat that can hardly be 
attributed to variations in the economic pur- 
chasing power of money. Such is the case in 
famine years, and in those of super-abundant 
harvests; such is the case when new lands are 
opened to wheat cultivation or, vice-versa, 
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when wars hinder trade or even prevent sup- 
plies coming from certain countries, to say 
nothing of controlled prices used sometimes 
to raise, sometimes to lower prices. 

In such cases disgeulibriums, of more or 
less length, occur between the costs and prices 
of wheat, i.e. between the marginal utility 
of wheat and that of the goods needed to 
produce it. This undermines the hypothesis 
on which the said. method is based, i.e. that 
the economic utility that can be purchased 
with a monetary unit is equal for all descrip- 
tions of goods. The application of this method 
is therefore only admissable when the balance 
between wheat costs and prices has been re- 
established. 

It is therefore advisable to compare those 
periods in which prices are uncontrolled and 
which are long enough for the good years 
to offset the bad ones, while exceptional 
periods should be excluded, such as war years 
or those in which new lands have been 
opened to cultivation. 

But there are other circumstances that 
should be taken into consideration, which, even 
if affecting wheat less than other goods, can- 
not however be neglected. 

The marginal utility of a commodity and 
therefore its price, does not depend only on 
consumer needs and on the possibility of satis- 
fying them, and therefore on the utility curve 
of the successive quantities of said commodity, 
but also on the number of its available 
units and therefore on the cost of production. 
Every technical advance that allows of obtain- 
ing the goods at a lower cost, i.e. with less 
sacrifice, lowers the marginal utility and there- 
fore the price of that commodity. Now, it 
cannot be denied that advances in systems of 
cultivating and fertilising have lowered the 
cost of wheat, while on the other hand cost 
may have been raised by the exhaustion of the 
natural fertility of the soil and the need of 
bringing into cultivation less fertile lands und- 
er the pressure of the growth of population; 
where import duties exist or existed they of 
course raise it. 

Moreover, while it is true that wheat meets 
fundamental human needs that may be con- 
sidered unchangeable, it should however be 
remembered that the inelasticity and the im- 
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portance of these needs may be considerably 
reduced by the appearance on the market of 
other foods that may replace wheat and that 
may always or occasionally be cheaper. We 
are thinking more especially of maize and 
potatoes. 

To sum up, the suitability of wheat — 
which seems to be the product best suited to 
this purpose — to serve as a common deno- 
minator of goods in time, would seem to be 
questionable. 

Further difficulties in the applications of 
the method of the minimum common deno- 
minator are met with when we try to apply it 
in space, 

I do not insist on the practical difficulties, 
though they are not negligeable. In a great 
number of countries in the past, economic life 
was autonomous, and there was no need of 
importing staple foods — and first of all 
wheat — in large quantities. The large stocks 
needed in antiquity for the cities of Athens 
and Rome were the exception rather than the 
rule. These exceptions have become in our 
time the rule. In many countries the desire to 
become self-supporting leads to prices whose 
purpose is to favor the cultivation of wheat, 
and, in order to eliminate foreign competition, 
to the levy of import duties or to foreign pur- 
chases made by the government, and these are 
often the cause of disequilibriums and there- 
fore restrict the field of application of the 
method under consideration. 

Apart from these circumstances, the price 
of wheat, with modern transport facilities, is 
practically the same all over the world, any 
difference — contained within what might be 
called the « wheat points » — depending main- 
ly on transport costs. 

We mean that the price of wheat is practi- 
cally the same in the several countries when 
the currency of one country is converted into 
that of the other at the current rate of ex- 
change. And as it is recognised that in each 
country there is equality between the econ- 
omic utilities of the quantities of the several 
goods that have the same price, it should be 
said that the comparison between the econ- 
omic utilities as represented by the wealth and 
income of two countries would be correct if 
the wealth or the income of one of then were 


compared to that of the other on the basis 
of the exchange rates prevailing. 

This would lead us, for instance, to admit 
that after the First World War the economic 
utility of the average income of an Italian 
was 1/6th and that of the average income of a 
Hindu about 1/30th of the economic utility of 
the average American income (3); today the 
results of such a comparison would probably 
not be very different. Now, such conclusions 
run counter, as I have said on another oc- 
casion, to the general feeling. It is indeed 
difficult to conceive that a man can live in 
Italy on 1/6th and in India on 1/3o0th of the 
average income of an American, while we 
know that Italians and Indians live and mul- 
tiply more or less well on their respective 
incomes in their respective countries. 

In this connection it will be well to ex- 
amine closely the significance that a com- 
parison thus made would have for some goods, 
The dollar price of a daily paper in America, 
translated into lire, would be three times the 
price of a newspaper in Italy, though the two, 
from the technical point of view, may be 
considered equal, the dollar price of a tram 
fare in America, converted into lire is double 
that of a similar tram fare in Italy. The 
dollar price of a watch in America converted 
into lire, is equal to one and a half times the 
price of a physically similar watch in Italy 
(the prices mentioned are given only as exam- 
ples, but they are directed to remind that 
notable differences often occur between the 
home price of the various goods in different 
countries when converted on the basis of the 
exchange rates). If we admit the parity of the 
economic utility of the quantities of the several 
goods in a country that are purchased with a 
given monetary unit, this would mean that 
the economic utility of the same newspaper in 
America is three times its economic value in 
Italy; the economic utility of a tram ride 
double that of an Italian one; the economic 
utility of a watch 50% higher than in Italy. 


(3) See: Quelques chiffres sur la richesse et les revenus 
nationaux de 15 Etats, in « Metron », vol. Ill, No. 1, July 1, 
1923; 4 Comparison of the Wealth and National Income of 
Several Important Nations (Italy, France, Belgium, United King- 
dom and United States) before and after the War, Rome, Prov- 
veditorato dello Stato, 1925. 








Now, that the economic utility of these 
goods may be higher in America than in Italy, 
in so far as the services obtained therefrom 
in America are more profitable, may be ac- 
cepted; but we feel reluctant to admit that 
the degree of this difference can be so high, 
and we find it still more difficult to agree 
that the difference can be so great in the case 
of such things as a newspaper, a tram ride, 
or a watch. 

Can we admit that the hypothesis from 
which we have started, which is that there 
is equality between the economic utility of the 
quantities of the several goods purchased with 
a monetary unit, is not in keeping with facts? 

That disparity may occur as a temporary 
phenomenon, as a consequence of such ex- 
ceptional events as, in the case of wheat, 
the opening up of new lands to cultivation, or 
a war, or a famine, has already been admitted 
by us, and we may also admit as much in 
the case of other commodities whenever dis- 
equilibrium arises between prices and costs. 
But such a disequilibrium cannot be perma- 
nent and therefore the explanation above sug- 
gested must be excluded if referred to a phe- 
nomenon of such a permanent character as 
is that of the divergency between the prices 
of the goods of different countries when con- 
verted into the same currency at the current 
rates of exchange, or, as it is often phrased, 
between the exchange rate and the ratio be- 
tween the physical purchasing power of the 
currency in different countries. 

If we reflect on the question we find that 
the difference depends on the fact that the 
price of commodities that cannot be transport- 
ed from one country to another, differs in the 
several countries as a result of differences in 
costs of production, conservation, and utilis- 
ation; and we are faced by the paradox that 
the price is generally higher in the richer 
countries in which they are produced under 
more favourable conditions, and where it 
might therefore be presumed that the cost of 
products and therefore their prices would be 
lower. 

We shall see further on the explanation of 
this paradox. 

But as far as the point that interests us is 
concerned, it cannot be ignored that the cost, 
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as noted above, is a factor that leads to vari- 
ations in the marginal utility of goods, and 
we must therefore come to the conclusion 
that the differences between the economic uti- 
lities of the goods of the several countries as 
above set forth, are, under the presumed con- . 
ditions, real ones. 

How then can we explained the surprise, 
the isapression of unreality that we experience 
when placed before them? I think it can be 
explained bearing in mind the hypothesis of 
a typical or average economic man from which 
we started. 

If we only consider the commodities of a 
country that forms a market, that hypothesis 
may seem a natural one; it seems to be noth- 
ing more than a convenient conventional 
image that entails no consequences. But when 
we go on to compare different countries in the 
case of goods that it is difficult or impossible 
to transport, and which therefore give rise 
to different markets, we find that the con- 
ventional image used is inapplicable. In real- 
ity, the newspaper, the tram ride, the watch 
in America do not seem expensive to the 
American, just as they do not seem cheap in 
Italy to the Italian. It is the Italian who 
thinks the newspaper, the tram ride, the watch 
dear when he goes to America, and the Ame- 
rican who thinks them cheap when he comes 
to Italy. If we replace the average American 
economic man and the average Italian econ- 
omic man by one who represents an average 
between the two, it is evident that he will 
find those commodities dear in America and 
cheap in Italy. 

In view of this difficulty we often prefer 
to draw the comparison between wealth and 
income of two countries not on the basis of 
economic purchasing power as deduced from 
the rate of exchange or from the ratio of the 
prices of such commodities as wheat, which 
can be freely and easily transported, but on 
the basis of the ratio between the general level 
of prices of the commodities in the two coun- 
tries, that is to say on the basis of the physical 
purchasing power of the currency. This means 
that we admit that goods physically equal in 
the two countries are also, for the purposes 
of comparison, economically equivalent, ins- 
tead of taking into account the fact that they 
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differ from one another from the economic 
point of view as a result of differences of costs 
and therefore of their different marginal utility. 

This may be justified, according to what we 
have said, by the consideration that the dif- 
ferent cost and the different marginal utility, 
in the two countries, of commodities that are 
physically equal, may depend mainly on the 
fact that the typical economic man of the 
two countries, living as each does in different 
environments, really differs fundamentally — 
i.e. has a different scale of values for the 
several commodities; while the fact that — 
physical qualities being equal — the aforesaid 
commodities may satisfy human needs in a 
different measure, has only a secondary im- 
portance. 

Before examining the reasons of such a 
difference of costs, we must consider another 


difficulty. 


The wheat that we have taken into con- 
sideration as being the most promising can- 
didate to fill the place of minimum common 
denominator of the economic purchasing 
power of money, might indeed aspire to dis- 
charge this function for the major part of 
the population of the white races, for whom 
the expression the « wheat civilisation» is 
used. But there are other countries that either 
do not know wheat, or who did not know it 
in former times. In pre-Columbian America 
the place held by wheat in Europe was held 
by maize; in the countries of South Eastern 
Asia it is held by rice; in Oceania by taro; 
in Africa and tropical America by manioc, 
while Eskimos feed on fish or meat only and 
the Masai warriors mainly on meat, milk, and 
blood. Each of these commodities might pro- 
vide at best the minimum common denomi- 
nator for comparisons in space and times of 
the economic purchasing power of money 
within the circle of countries for which they 
provide the staple foods. But in making the 
comparison between countries belonging to 
different civilisations it becomes necessary to 
find a common commodity that holds good for 
all the civilisations mentioned — those of 
wheat, maize, rice, taro, mamioc — that can 
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supply, so to say, a minimum common sub- 
denominator of economic utility, that holds 
good for all those civilisations and therefore 
allows of comparisons between any two coun- 
tries of the world. 

Is there really a commodity that is com- 
mon to all mankind? One that is essential 
under all skies and in all periods, for eco- 
nomic life? Yes, there certainly is; it is 
human labor. 

We have indeed already taken it into con- 
sideration — and in the past it had been taken 
into consideration by other writers — but 
taken as a whole. When thus considered we 
had set it aside because it is affected by taxation 
in different ways at different times and in the 
several countries and because it has very dif- 
ferent yields, depending on the professional or 
vocational training received by the worker 
and on the technical progress which reinfor- 
ces his physical strength by providing him 
with more or less efficient implements. 

There is however a form of labor, unskil)- 
ed manual labor, the labor spent on moving 
the earth with spade or hoe, which is equal 
in ali countries, and in all probability has 
remained equal ever since the neolithic age, 
and which in no country that I know of is 
subject to taxation. 

Might it not supply the minimum common 
sub-denominator of the economic utility of 
the staple goods that, in the countries of various 
civilisations, may be taken as minimum com- 
mon denominators? It should no certainly be 
forgotten that the yield of manual work over a 
like period of time may differ with different 
climatic condition. But a more accurate measu- 
rement of its yield is afforded by modern 
physiology which calculates the calories which 
are the equivalent of the work performed. On 
the basis of experiments properly organised, 
rectifying coefficients could be fixed that would 
be applied to the duration of work in the 
several countries so as to take into due ac- 
count the difference in yields depending on 
climate. 

But experience shows that manual labor is 
perhaps the commodity whose remuneration 
differs most widely from country to country 
of like civilisation. It is this diversity in re- 










| 


| 
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muneration that is the essential cause leading 
to the emigration of unskilled labor from one 
country to another. Yet, in spite of this diver- 
sity, emigration — hindered sometimes by ar- 
tificial obstacles placed in its way, and always 
by the ties that bind men to their native 
lands — can only attenuate the territorial 
diversities which would otherwise make them- 
selves more keenly felt. 

On another occasion, the study of the dis- 
parities of exchange rates led me to the con- 
clusion that the different rates of remune- 
ration of labor are the essential cause of the 
disequilibriums between exchange rates and the 
purchasing power of money in the several 
countries (4). This indeed is the systematic 
factor that determines directly or indirectly 
the differences of cost and consequently the 
difference, in price in the several countries 
of those commodities that cannot be easily 
and freely transported from one country to 
another. And, as the remuneration of labor 
is essentially determined by the more or less 
favorable conditions of production, and as it 
is as a rule positively correlated with them, 
it will be readily understood that it is in the 
countries where those conditions are most fa- 
vorable, and which are therefore rich or tend 
to become so, that the cost and price of non- 
transportable commodities, or of those that are 
not easily transported, are highest. The pa- 
radox of highest costs and prices in countries 
where conditions are most favourable, is thus 
explained, 

* * * 


If I am not mistaken, we have now got to 
the bottom of the problem that we set out to 
examine, but the answer to which we are 
brought is not a comforting one. 


(4) See: Prime linee di Patologia economica, IVth edition, 
Milan, Giuffré, 1935, pp- 463-465, Vth edition (under press), 
Turin, U.T.E.T., 1952, pp. 451-452. 





It is not possible to find a satisfactory 
minimum common denominator of the pur- 
chasing power of the several goods in dif- 
ferent countries; we cannot find it because of 
the disparities in the remuneration of labor in ~ 
the several countries. These disparities arise 
from the fact that labor cannot move freely 
in space. These disparities react on the dif- 
ference of cost from one country to another 
and therefore of the economic utility of a large 
part of the other commodities for which there 
is no international market, in so much as labor 
contributes in a major or minor degree to 
their production. 

This drawback does not make itself felt 
in an obvious way through time, but it would 
appear that in some degree it may occur in 
that respect as a result of the excess or scar- 
city of labor, arising either from an excessively 
high or from an inadequate birth-rate of the 
population, differences which migrations do 
not adequately eliminate. 

On the other hand, the usual index num- 
bers of the nominal or physical purchasing 
power of money, can only be taken as indexes 
of its economic purchasing power over periods 
that are very near one to the other, or for 
countries that are very much alike, and for 
which it is reasonable to suppose that the 
index of economic utility of the goods has 
not varied. 

Nor can the chain index numbers obviate 
adequately the variations in the economic uti- 
lity of goods that occur at dates distant from 
one another or in countries that differ widely, 
as they can eliminate only the lack of com- 
parability due to discontinuous variations. 

We must conclude by recognising the limi- 
tations placed on our means of enquiry in this 
field and we must be cautious in making com- 
parisons, and even give up the attempt to do 
so when they are scen to be risky. 
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The Minister of the Treasury, Sig. Giuseppe Pella, 
submitted to Parliament on March 31 ult. his An- 
nual Report on the Italian Economic Situation in 1951, 
as required under the Act of August 21, 1949, No. 639. 
We publish in the following pages some of the Tables 
taken from this Report on national income, consump- 
tion and investments, so as to give an idea of the 
developments and trends of Italian economy in 1951 
and of the progress made as compared to 1950 (1). 


(a) Income Formation. — |p the course of 1951 the 
Italian « gross national income at market prices», 
expressed in current lire, rose by 15° as compared 
to 1950 (Table A) and by 6% in real terms (2). 

Both the private section and that of the Public 
Administration, contributed to the rise of the national 
income in 1951, the former rising from 100 to 118.2; 
and the latter from 1oo to 108.8. At the same time, 
the « net income from abroad » fell off from too to 
52.8 as the result of a reduction in the help received 
from the U.S.A. (3). 

A comparison with 1938 shows that the gross na- 
tional income of Italy had increased in real terms by 
17%. As during the same period the population had 
increased by some 10% the per capita income was 
also higher in 1951 than in the pre-war year. 

By far the most important item of the gross na- 
tional income is that of the «net product of the 
private sector of economy» which accounted for 
70.9°% in 1950 and 72.6°%/ in 1951. In this field the 
largest percentage increase registered in 1951 is that 
for the item «income from buildings» (+70.5°) 
and is due to the rise in rents, which are, however, 
still blocked by law at a level greatly below their 
market prices (4). 

Next come the « mining industries» (+66.7%), 
the increase being accounted for more especially by 
the increased production of natural gas (from 504 
million cubic meters in 1950 to no less than 957 mil- 


(1) In No. 16 (January-March 1951) of this Review we pu- 
blished — under the title « National Income, Consumption and 
Investments in Italy » the « Appendix on national income » 
annexed to the Pella Report for 1950. We refer the reader to 
that article for a description of the statistical principles adopted 
in calculating the Italian national income. 

(2) During 1951 the wholesale price index rose by 13.8°/, 
above that for 1950; while the cost of living index rose by 
only 9.7%. 

(3) On 31-XII.1951 the total value of the ERP goods deliver- 
ed to Italy amounted to 1,135 million dollars. 

(4) From 1938 to 1951 the wholesale price index rose 55.81 
fold and the index for house rents only 12.32 fold, 
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lion cubic meters in 1951); and the manufacturing 
industries (+ 30.59%) (Table D). 

To sum up, the larger income obtained in 1951 
is due in the first place to industrial production, for 
which the index number rose by 14% over that for 
1950 (Table G). In the case of agricultural production, 
the increase in output over the 1950 level stood at 


4.4% (102, 1938= 100). 


(b) Income Distribution. — Unfortunately official 
data are not available in Italy on the distribution of 
income between the several productive categories, 
We would recall that, according to a calculation made 
by Prof. Livio Livi (5), the percentage ratio between 
the «earned income of dependent persons» (6) and 
the national income has arisen from 42.7°/ in 1938 
to 54.2% in 1951 (the ratio stood at 56° in 1948, 
58.3% in 1949, and 57.9% in 1950). In Prof. Livi’s 
opinion, the most serious curtailments involved in 
these changes would have occurred in the case of 
incomes from capital and industrial profits. 


(c) Consumption. — The portion of the national 
income expended on consumption rose 13° expressed 
in current lire and about 3°% in real terms. The per- 
centage increase was higher in the case of public 
consumptions (+ 16.8%) than in that of private con- 
sumptions (+12.7%). If we classify consumption 
expenditure by branches of economic activity (Tadle 
F) we find that the highest percentage increase is 
for expenditure on rents (+70.5°%% in present day 
lire), on durable goods (+ 31.8%) and on clothing 
and house furnishings (+ 20.5%). When price varia- 
tions are taken into account, by far the largest quan- 
titative increase is for durable goods, while there has 
been a slight reduction in the case of clothing and 
house furnishings. 

The largest item of expenditure (61°/,) is that for 
food, followed by clothing and house furnishings, 
which account on an average for 17°/ of the total 
of Italian outlays. 4°, is spent on tobacco; 3°/ on 
durable goods, 2.2°4 on lighting, gas, and heating; 
2°% on travelling, 1.5°4 on house rent (this is due to 
the block on rents), 1.3°, on amusements. 


(5) See Index, Bollettino mensile di informazioni, edited by 
the « Centro per la Statistica Aziendale », Florence. 

(6) The 1936 census classified the Italian productive popu- 
lation in two main groups: (a) independent (entrepreneurs and 
similar, craftsmen and assimilated occupations; persons exercising 
a free profession, and (b) dependent (managing staff, clerical 
and assimilated occupations, workers and assimilated occupa- 
tions, persons engaged in services and labourers). 
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(d) Investments. — Gross investments — both 
ublic and private — which amounted in 1950 to 
1,621 billion lire (19.59, of gross national income) 
rose in 1951 to 2,029 billion (21.1%). 

The following Table shows the distribution of gross 
investments — public and private — classified by 
main branches of economic activity. 


GROSS INVESTMENTS BY MAIN BRANCHES 
OF ECONOMIC ACTIVITY 


(milliards of lire) 











Amount ¢ 


Amount, % 


Agriculture . . . . . 180 10.9} 265 12.9 
ae 570 34-5| 700 34-1 | 
Transports and Communi- 
cations. . . . . . | 270 | 16.4 | 270 13.2 | 
Public Works and Houses. | 410 | 24.8 485 | 23.7} 
a a ae go 5-5 115 5-6 





Total for fixed Invest- 


ments . 1,520 g2.1| 1,835 | 89.5 | 
| | 


7-9 215 | 10.5 | 


2,050(a)| roo | 


Ome se 


Grand Total 1,650(a)| 100 | 





| 


(a) The differences between these figures and those in 
Table E (p. 57) are due to statistical discrepancies, arising 
from the different system of calculation used. 


The notable increase in the investments in agricul- 
ture, which rose from 180 to 265 billion lire, is due 
above all to the greater activity in land reclamation 
and land improvements, and also to larger invest- 
ments in agricultural machinery and livestock. 

The heavier industrial investments, that rose from 
570 to 700 billion lire, were adequately spread over 
all the branches of industry, with special attention 
to some basic sectors: the electric, mining, steel, 
and chemical and allied industries. The larger in- 
vestments in house building and public works, which 
rose from 410 to 485 billion lire, are directly related 
to the greater activity in those branches. An im- 
portant contribution has been made to the favourable 
results obtained in providing new houses (about 
600,000 rooms were completed in 1951) by government 
action, but the financial contribution made by private 
investors is also remarkable. It is estimated that in 
1951 over 200 billion lire were invested by the private 
investors in new buildings, with an increase of 50 
billion (33°,) over the similar investments in 1950. 
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Public investments, which in 1950 stood at 494 
billion lire (about 30.4°% of the total gross invest- 
ment), rose in 1951 to 550 billion (27.2% pf the 
total). In 1951 Government and other Public Cor- 
porations spent about 260 billion lire on housing and 
public works. 

The Government’s public investment policy has 
also induced private investments amounting to over 
220 billion lire, used for plants and equipments con- 
nected with the machinery imported or purchased 
on the home market with the financial help of the 
Government, for house building assisted by govern- 
ment grants or loans, for ship-building, and for 
agricultural works brought about by grants and credit 
facilities for land improvements, loans for the pur- 
chase of machinery, etc. 


(e) It should be noted that the second half of 
1951 and the early months of 1952 have witnessed 
the revival and development of an economic trend 
directed towards intensifying the output of instru- 
mental goods rather than of consumption goods. This 
trend was already making itself felt in the period 
immediately preceding the outbreak of the war in 
Korea but was temporarily retarded by the exceptional 
situation that arose in the period June 1950-June 1951. 
The following Table shows the situation. 


OUTPUT AND PRICES OF INVESTMENT GOODS 
AND OF DIRECT CONSUMPTION GOODS 


(1938 = 100) 





pare ) 5 
| Investment Instrumental |Direct Consum- 
Goods Goods ption Goods 








Output | Prices Output | Prices | Output | Prices | 





| } | | 

| | 
| 
| 


1950 16 | 5,470 |147 | 4,050 |110 5,160 | 


1951 136 | 6,810 \184 4,910 1117 


| 
| | 
17.24,\24.2% | 25.2%|21.2% | 6.4%|14.5% 

| | | | 


5.910 





% increase 


As can be seen, the branchs covering investment 
goods and instrumental goods required for production 
have grown — both in the case of output and pri- 
ces — to an extent definitely above the growth noted 
in the case of goods for immediate consumption. 

The shifts, moreover, are of such dimensions that, 
even if we take into account the degree of approxim- 
ation of the values calculated, leave no doubt as to 
the significance of the changed direction of Italian 
production. 
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ITALY’S NATIONAL INCOME: 1950 AND 1951 Table A 
; 
SS = aT = — = — — = 7 — — = = ———— t 
| 1g50 os 8 
milliards | | milliards | index 
yj | ; | / numbers 
| of lire " | of lire | si ie 
| | |1950 = 100 
| | | | 
1. Net national product at factor cost (a) . 6,370 76.5 75423 | 77-3 116.5 | 
| : | } | | 
| 1 - Private sector (b) } 5,903 79-9 | 6,977 72- | 118.2 
2 - Public Administration (c) eee ae ie 695 | 8.3 | 756 | 7-9 | 108.8 | 
3 - Less: Duplications for goods and services — to the | 
private sector by Public Administration . — 228 | — 2.7 — 310 | — 3-2 | 136.0 | 
2. Plus - Excise and local taxes not included in the eiitenten of 
goods and services B4 Bh eae oe 1,057 | 12.7 1,223 12.7 | 115.7 
3. Equal - Net national seus at market prices (1 +2) 7,427 89.2 | 8,646 g0.0 | 116.4 
4. Plus - Net income from abroad (d) . 216 2.6 | 114 1.2 | 52.8 
5. Equal - National income at market prices (3+ 4) - 7,643 g1.8 | 8,760 gt-2 | 114.6 
6. Plus - Capital depreciation . 680 8.2 | 846 8.8 124.4 
7- Equal - Gross national income at market prices . 8,323 | 100.0 9,606 100.0 | 115-4 


supplied to it by the Public Administration, and instrumental to it. 


















assessing the value of the net product. 


Public Administration and js assessed at production prices. 


out with funds furnished by and pertaining to State Budget. 


March 31, 1952. 


Table B 
NET PRODUCT OF THE PUBLIC ADMINISTRATION 









INCOME 








(milliards of lire) 











= | | —~ 
Milliards Numbers 
| i Percentages 7 
of lire | | 1950= 

= 100 


1950! 1951 1950) 1951 1951 | 


-|— 
| 
| 









ies of “ite and | 


Re ° | | 
| services . . ° +18 37 70) 14485 100.0|100.0; 126.9 | 
1. Final goods and 
| services . . - .| 631! 737] 53-9] 49-6, 116.8 | 
2. Instrumental goods | | | 

and services. . | 539| 748) 46.1| 50.4) 138.8 


Ne 


- Expenses for the pur- > | | 
| chase of goods and | 
| services from the pri- | 

vate sector ... .- 475| 729) — -— i 36 
Net product 695| 756) 


























Source: See Table A. 


Component parts 


i1- Income from capital | 


2. Remittances 


| 





govern- | 
3- Gifts { mental . 
{ private . 
Total . 


Source: See Table A. 


Pay a a 
Cre- Ba- | Cre- 
| dit | Pei tance| dit 
| 
3 30 |— 27) 6 
| 
57| 9 + 48) 46 
re 
| 202) 40 +162) 154) 
33| — |+ 33) 27) 
on Want Weert SAE 
— | — |4+216) — 


1950 


FROM ABROAD 





(a) The « net national product at factor cost » is obtained by adding up the net products of the private sector and of the 
Public Administration, after having eliminated any duplication resulting from the inclusion in the private sector of goods and services 


(b) The « private sector of economy » includes all persons, enterprises and bodies — regardless of their private or public juridical 
nature — devoting their activity to the production of goods or services for profit purposes. State enterprises producing 
services (State railways, State monopolies for salt and tobacco) are consequently included in the private sector for the purpose of 

The « net product of the private sector of economy » is given by the value of the goods and services produced by all acti- 
vities considered as private, exclusive of any duplication arising as a result of reemployments of goods and services, sinking funds 
and maintenance of capital. Consequently the net product includes direct taxes and State services supplied to the private sector by 


(c) The term « Public Administration » includes all such bodies as have objects of public interest, namely the State, terri- 
torial public bodies (municipalities and provinces) and other non profit-seeking public corporations. 
the Public Administration, it has not been possible, however, to take into account zon territorial public corporations for two reasons: 
1) diffioulties of assessment; 2) entanglement of expenses carried out by these corporations with their own funds and expenses carried 


In assessing the net product of 


The « net product of the Public Administration » is the result of the difference between the value of goods and services 
produced by the bodies in question and the expenditure for the purchase of goods and services from the private sector. 


(d) The « net income from abroad » is the result of the difference between the total of the capital and labour incomes and 
of the gifts received from abroad and the total of those paid to foreign countries by Italy. 
Source: Report on Italy’s economic situation in 1951, submitted to the Parliament by the Minister of the Treasury, On. G. Pella, 


1951 


goods and 


Table C 


De- | Ba- 
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ADDED VALUE AND NET PRODUCT OF THE PRIVATE ECONOMIC SECTOR (a) 


Table D 














Milliards of lire Percentages Net_ product | 
| | - - | Index | 
numbers 
j 
| 


1950=100 





Branches of economic activities | Added value (b) | Net product (c) Added value Net product | 

















| 1950 | 1951 | 1950 | 1951 | 1950 | 1951 | 1950 | 1951 | 1951 
= a - ‘a a | ioe Bi aanded } ca ; 
| | | 
| 1. Agriculture and forestry 2,150 | 2,372 2,004 | 2,204] 32.7| 30-4| 34.0| 31.6 110.0 | 
2. Fishing . 17 19 | 16 | 18| 0,2 0.2} 0.3] 0.3 112.5 | 
3. Mining industries 58 | 97 | 39 | 65| o,9| 1-3] 07) 0.9] 166.7 | 
4- Manufacturing industries 2,283 | 2,988 | 2,015) 2,629| 34-7| 38.2) 34.1] 37-6) 130.5 
| 5. Building industry a 254 299 220| 260 3-91 3-8] 3-7 3-7 118.2 
6. Electricity, gas and water industries 208 242 165| 190} 3.2 3-1) 2.8) 2.7) 115.2 
7. Transportation and communications . 465) 515| 375) 415| 7-1| 6.6 6,4 6.0; 110.7 
8. Trade, Credit and insurances 978 | 1,057 928| 1,005; 14.9] 13-5] 15-7| 14-4) 108.3 
g. Building 63 104 44 75 0.9; 1.3 0.7 1.1 | 170.5 
aes + «+ ws * * + e © 8 300] 329 296) 321) 4.5) 42| 5.0 4-6 108.4 
| y1. less: differences due to duplications and omissions |- 199 |- 205 |— 199|- 205 |- 3-0|- 2.6|- 3.4/- 2.9 103.0 | 
6,577 | 7,817 | 51993 | 6.977 | 100.0| 100.0| 100.0} 100.0 118.2 


(a) See note (b), Table A. 

(b) The added value of production within the country is obtained by deducting from the total value of all goods and services, 
estimated at production prices, repetitions of value arising from the expenses met by the producers for raw and auxiliary materials. 
As amortisation and upkeep expenses are included in the added value of production, it is identical with the gross product of the 
country. In the added value of the production of the several branches of activity, the interests paid to the banks and the premiums 
paid for insurance against losses are included; thereafter such duplications must be deducted from the total « added value » of 
production. 

(c) For 1950 and 1951 the net product has been assessed on the basis of the data relating to the net product calculated for 
the separate branches of activity in 1938. 

The assumptions on which the computation for 1950 and 1951 has been founded are: 

1) that the ratios between the net products and the global values of the various types of production ascertained in 1938 
have remained unchanged in the years to which the evaluation has been extended; 

2) that the changes in the index numbers for industrial production reflect the total changes in the net product; 

3) that the index numbers for wholesale prices reflect the changes in value of the separate net products. 

On the basis of these assumptions the net product of each branch of activity has been calculated by multiplying the net 
product of 1938 by the index numbers of industrial production and by the index numbers of their respective prices. 

Obviously, the degree of approximation of the results of these calculations increases with the possibility of the operations 
being carried out in as great detail as possible. As a rule, the Central Institute of Statistics has taken as basis the net product 
for each group of industry and the respective index numbers for output and prices. When specific index numbers for output 
and prices were not available for the branch considered, index numbers for similar branches or groups have been used. 

Source: See Table A. 






























































Table E Table F 
CONSUMPTION AND INVESTMENT: 1950-1951 CONSUMPTION EVALUATION IN 1950 AND 1951 
| Index | — 
| Milliards of : om Percentages bers 
lire age a4 Items of expenditure “= 1950= 
=100 —~—-- — | eee 
in Gea: a WR 1950 1951 1951 | 
| 1950 | 1951/1951) 1951/1951 eememenennieen a 
i—— —| mt -|—— 1. Foodstuffs . 62.3 | 61.3 | 112.0 
| 2. Tobacco . 4-3 4.0 | 105.9 
: 3: Clothing, wearing 
| 1. Gross National Income 8,323/9,606| 100.0/100.0|115.4 apparel, materials for 
; household use 15.9 | 16.8 120.5 | 
2. Consumption . |6.702/75577| 80.5, 79-0/113.1 4. Rents (gross) . 1.0 1.5 170.5 | 
: | 5. Lighting, gas, water, } 
1. Private 6,071 6,840) 72.9, 71.4|112.7 heating . ease 23 | 23 109.9 
| | 6. Domestic _ service, 
2. Public 631) 737 7.6 7-6 116.8 professional services 
| and nursing, etc. 4:7 | 4-3 | 105.5 
3. Gross Investment 1,621|2,029 19.5| 21.0|125.2 7. Entertainments 13 | 83 114.5 
| 8. Journeys ; 1.8 1.8 113.0 
| 1. Net Investment 941/1,183) 11.3) 12-2|/125.7 g. Sundry expenses . 36 | 3.5 109.7 
, d 10. Durable consumer 
| 2. Capital depreciation . -” 846) 8.2) 8.8)124.4 goods 2.8 3-3 131.8 
| | Total . | 100.0 | 100,90 113.8 
Source: See Table A. Source: See Table A. 
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ITALIAN INDUSTRIAL PRODUCTION INDEXES (a) 
(unadjusted - monthly averages, 1938 =100) 





Year or month 


- Average 

- Average 

- Average 

- March 
June 
September 


December 


1951 - March 
June 
September 
October 
November 
December 


1952 - January 


February 
March 





Table G 





Manufactures 





Tex- | Lum- 


tiles | 


iw | Paper 


Metal- | 
| lurgy 


Engi. 
neer- 


ing 


Elec- 





Non 


;metallic 


ores | 


micals 


tric 


Rubber | Power 





105 
119 
137 
121 
118 
125 
129 
140 
138 
137 
144 
138 
135 


141 
134 
137 





90 
101 
119 
105 

93 
102 
100 
108 
108 
128 
143 


133 
123 


139 
130 
139 





115 
131 
118 
I1t2 
120 
125 


135 
131 
131 
145 
131 
127 
133 


127 
131 


135 
171 
141 
133 
130 
115 
153 
160 


153 
143 
146 


a 
96 | 
103 
109 


113 
95 
112 


110 
122 
109 
106 
119 
104 

93 


104 
99 
100 | 


58 
59 
62 
64 
62 
61 
55 
62 
65 
67 
70 
64 
57 
63 
65 
67 


gI 
106 
114 
109 
103 
111 
110 
124 
112 
114 
148 
115 
107 
117 


113 
III 


85 
105 
135 
98 
III 
116 
106 
128 
144 
141 
148 
139 | 
139 | 
140 
; 139 | 
| 143 | 


115 
123 
130 
132 
127 
130 
122 
138 
134 
135 
141 
125 
115 


133 
130 


134 


96 
119 
128 
125 
130 
116 
119 
130 
132 
128 
138 
136 
126 


126 


117 
138 


105 
125 
172 
115 
119 
121 
144 
163 
163 
172 
172 
171 
174 
170 
156 
167 


115 
132 
152 
143 
124 
146 
134 
171 
158 
150 
164 
130 
129 
159 
148 
134 


136 
159 
186 
148 
172 
165 
164 
183 
193 
186 
192 
188 
194 
199 
184 
183 





(a) On the problem of index numbers on Italian industrial production, see this Review, No. 16, January-March 1951: 
A Note on the Index Numbers of Italian Industrial Production, by E. D’Exia, pag. 34: and National Income, Consumption and 
Investments in Italy, ibid., pag. 3. 


Source: Bollettino Mensile di Statistica. 


UNEMPLOYMENT IN ITALY BY ECONOMIC SECTORS 











Year or month 


Agricul- 


ture 


} 
| Commerce | Transport | 


Industry | 


and 
services 


| and com- 


an 


/munications Insurance | 


Credit 


| workers 


| Unskilled 





Employees | 


| 
| 


Total 


Table H 


Index 


| numbers 


|1947= 100 





1946 - month. av. 


1947-» 


1949 - June 
December 


1950 - June 
December 


1951 - March 
June 
July 
August 
September 
October 
November 





December 


1952 - January 
February 


| 
| 
| 


314,916 


378,295 


239,808 
371,214 


251,524 | 


4359552 


292,023 
321,985 


3379592 | 


359924 
368,806 


366,570 | 
382,236 | 
400,995 | 


444-024 
455-274 


913,770 | 


| 


1,060,093 | 


1,034,410 | 
1,116,297 


Q11,241 
1,024,305 


864,354 | 
919,880 
902,118 
882,532 
872,261 | 
891,459 
919,250 
997,191 | 


1,079,130 
1110939338 





126,252 | 


133,947 


46,352 


50,781 


430158 | 
475395 | 


51,389 
55,126 
49,978 
49,010 
51,135 


55,398 | 
58,687 | 
61,592 


66,082 | 
67,057 | 


678 
712 
608 
573 


(a) 
(a) 
(a) 
(a) 
(a) 
(a) 
(a) 
(a) 


(a) 
(a) 


(a) Included in « employees » beginning from March 1951. 
(b) Since March 1951 « credit and insurance » unemployed are included. 


Source: Ministry of Labour, Statistiche del Lavoro. 


299,923 


447,805 


| 378,288 
402,391 


379790 
470,618 


483,108 
499,053 
491,173 
484,396 
481,227 
490,011 
504,025 
5235797 


542.224 
551-673 





935755 
92,454 


77°55° 
71,867 


76,176 (b)| 
83,250 | 
83,818 
81,573 
82,612 
80,634 
83,145 
84,992 
88.207 
89.441 








| 
1,654,871 | 


2,025,140 


1,815,768 | 
2,055,606 


1,672,849 
2,069,809 


1,790,412 | 
1,903,961 
1,888,338 
1,880,144 
1,878,468 
1,907,125 | 
1,971,090 | 
2,094,158 | 


2,247,983 | 
2,285,536 | 


81.7 
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WHOLESALE PRICES BY GROUPS OF COMMODITIES Table | 
(Index Numbers, 1938=100) 














Hides, | Raw mate- | : | Chemical r 
: . | Fuels | 

ancataiuiaditapiandisdiaasiice Skins rials, metal} a | fw Lum- 

| Textiles and | and engi- lubri | materials ae 

Foot- | neering | ~ | and | ber goods 
ficants | Cement 
products | = * stp 

5,066 | 
6,296 | 


| 6,060 
5,851 
5,712 


7,894 | 6,309 

5,560 | 6.174 

5,988 

59373 6,082 

5,165 6,239 

4,695 6,048 

6,285 6,071 

6,636 6,277 

6,708 6,680 
6,711 
6,804 

6,957 


6,812 
7,022 


6,993 
7,063 


Bricks, 
Lime 


All Foodstuffs 
Com- |~ 
mo- Vege- 


ities | table | 
d | wear | products | 


Glass 


| 1947 June 5.329 | 4,185 





| 4,608 


On 
an 


iS) 
ovmlvl 


ON 


CowN Kw hk DO 
Ae CO N NW 


| December 5,526 | 45393 
| 1948 June 59142 | 4,177 
December 5,696 | 
| 1949 June | 55215 
December | 4747 
| 1950 June | 4,671 
December | 5,424 
| 1951 March | 55724 
June | 59595 
September | 5,438 
December | 5,454 
1952 January | 5,415 
February | 5,380 7 
| March | 5,320 | 





bo Gon 
_ 


miw vi 





wvN ON WW 


On me ewe UI UIO 
° 


HhRwWWWEDAW 
™ Doo b&w 
a 
as 
© 
Ni 


oo 

oo 
s 
© 


~ 
1h 
, 


onw vi 
7) ee 

CoWOW WO 

- ww Oo 


> 

-e] 
a 

XN 


Ww 

- ~< 

aN 

Or ON Ww 


AnI QAN ON vi 


© 
‘© 
wn 


7,039 
7,141 
7147 


. 


b-raPDBRA QVIWwW Sh UL ft DW 
VAN AN DQeKeuUVU RK aw UOT 


corvi 
N Ow 
Co Co CO CON SI 
ViviWw Ww VI + 
wot vui ews 
wow Ae WN bt 


Source: Bollettino Mensile di Statistica. 


WAGES AND SALARIES IN ITALY 
(gross retributions - inclusive of family allowances) 


(Index Numbers, 1938= 100) Table L 











I 1950 | 1952 
Categories 949 95 , mia : A 


Dec. Dec. January | February | 





Industry: 
Specialized workers . . . . . , 4,590 5239 5,872 4,916 
Semeed workers . . st tw tl | CH8S2 5,786 6,460 6,507 
Ordinary workers and semi-skilled labourers | 5,662 6,113 6,848 6,895 
Labourers . yo = 6 eg ee } ee 6,536 | 7:364 | 7,415 

General index of Industry . . . . . | 5,962 6,685 | 6,732 

a a 5,811 6,631 6,675 

Government Civil Employees: | 
Group A (a) ys. & ae hee Ss 7) , 35373 
2 Se ee er 35424 . | 3,424 
, a ee ce oe 223 | 4,223 
Subordinate staff. . . . «© . . | 4 | 4,928 3 | 4,928 


31936 31936 











General Index of Government Civil Employees 





(a) Administrative grade; (b) Executive grade; (c) Clerical grade. 
Source: Bollettino Mensile di Statistica. 


NATIONAL INDEX OF LIVING 


Tabie M 
(1938 = 100) 





Year or month All Items Foodstuffs Clothing "a | Housing Miscellaneous | 








= — | ‘i - = se = = eo 
1948 - December . 4,917 6,149 5,810 3,069 399 4,387 
1949 - December . . 45753 5.719 5,845 3.464 574 4,502 
1950 - March . . .. 4,682 658 5,650 35429 595 4,586 
ae 4,823 888 55544 | 3.418 595 | 4,585 
September . , 5,007 6,090 | 5,693 35495 869 | 4,641 
December . . 5,009 6,014 6,252 3,602 397 4:739 
- Mame . « 55199 6,105 7,065 3,665 1,258 5,070 
aa 5,394 | 6,412 7,108 3,687 1,260 5,108 
September . . 59371 6,330 6,923 3,766 | 1,265 59435 
December . . 5.416 6,353 6,854 | 3956 1,279 | 5522 
- January . . . | 5399 6,731 3,982 1,279 5,516 
February . . 5.459 6,679 3,988 1,525 59515 
March . . . | 55475 6,596 | 39997 1,539 | 59532 








Source: Bolicttino Mensile di Statistica, 





Banca Nazionale 


del 


Lavoro 


NOTE CIRCULATION, PR:CES, WAGES AND SHARE QUOTATIONS IN ITALY 








Year or month 


Amount (b) 


(milliards 


1945 December . 
1947 December 
1948 December 
1949 December 
1950 June 
December 
1951 March 
June 
September 
December 
1952 January . 
February 
March 


of lire) 
389. 


795: 
970- 
1,058. 
994- 
1,176. 
I,10l. 


1,100.3 


1,164. 
1,304. 
1,213. 


8 
0 
9 
2 
2 


4 
7 


I 
2 


2 





1,206.4 
1,216.9 


“Note Circulation (a) 


Index 


1,732 
39533 
4315 
42793 
4.419 
5,228 
4,896 
4,890 
5.173 
5»796 
59392 
5,361 
5,408 


(Index Numbers, 1938= 100) 


Wholesale prices (c) | 


Table N 





Cost of | Wage rates 


Share 


Price of | 


Fine gold 


All com- 


modities 


| 
| Foodstuffs 


Living 
(c) 


in industry quotations 


(b) 


| 
| 
| 
| 





6,196 
5,969 
4,954 
5,069 
5,567 
59539 
5.456 
5.446 
5,478 
5,401 
51403 
59350 


5,526 
5,696 
4:747 
4,671 
51424 
5746 
59595 
59438 
59454 
59415 
59377 
5,320 





25764 | 
4:929 | 5,105 

} 59415 

; 5791 
5,811 
5962 
5:972 
6,329 
6,685 
6,685 
6,685 
6,732 
6,732 


4,917 
4°753 
4,823 
5,009 
59199 
59394 
59371 
5.416 
59399 
5459 
5475 


() | 


517 
1,206 
1,416.9 
1,511.3 
1,428.8 
1,589.1 
1,727.8 
1,618.3 
1,711.0 
1,714.9 
1,798.6 
1,890.5 

i 15930-4 


! 
one gram | 


(lire) (d) 


823 
827 
995 
957 | 
775 | 
919 | 
932 

868 | 
888 | 
885 | 
884 | 
874 | 
859 | 


Index 


3,165 
3,180 
3,826 
3,680 
2,980 
39535 
39585 
3+338 
3415 
3403 
3,400 
3361 
31304 


(a) End of year or month. Includes: Bank of Italy notes, Treasury notes, and A-M-lire; (b) Bollettino of the Bank of 


Italy; (c) Bollettino Mensile di Statistica issued by the Central Institute of Statistics; (d) Business Statistics Centre 


PRICES AND YIELDS OF ITALIAN SECURITIES BY MAIN CATEGORIES 
(annual or monthly averages) 








Government Securities 





Treasury Share 


Bills 


: : Average 
Consolidated 


“Redeemable 





Year or month —_—— ro einen ——— —. 
Price Yield Price Yield Price 


of Florence. 


Tabic 0 


Securities 


Yield 


*38= 100) 


Price 


Yield 


(index 
number 
num) 


(per cent 
per an- 


Price 


(index 
number 


Yield 


*38= 100) 





1938 

1947 

1948 

1949 - 

1950 . . . 

1951 March . 
June 
September 
December 

1952 January 
February 
March 


° 


100.0 
94-4 
99-4 

105-9 

105-4 

102.5 

101.5 

101.7 

100.9 

100.4 

100.0 5-40 
99-6 5-42 


a as 


yy VY 
why 
NNW OW WN 


vViuw 
Www 
ov 


100. 
98. 
85. 
96. 
93- 


87. 
89. 
87. 
88. 
88. 


87. 


0 5-37 
I 5-59 
8 6.60 
I 5-89 
4 6.06 
6.46 
6.48 
6.33 
6.48 
6.43 
6.41 
6.48 


3 
4 
3 
oO 
3 
3 4 


(per cent 
per an- 


(index 


number 


(per cent 
per an- 


(index 
number 
= 


(per cent 
per an- 


num) num) 


{index 
numbe 





100.0 
86.5 
87.6 
96.0 
93-6 
88.0 
88.6 


Vwi nu 
Aviwo woo 
COW on] 


oo 
ON aD 


87.5 
87.6 
87.5 
88.2 


| 
gi. 


° 


-wW Oo 
Qui 


nN 
ONT 
onnN Vl 


_ i mm be 
Viviw Ne 
o 


to 


1,727. 
1,618. 


1,711.0 
1,714.9 
1,798.6 
1,890.5 
1,930.4 


"38 = 100) 


co 


we 


(per cent 
T per an. 
num) 


5:17 
-64 
231 

3-97 
“44 

6.16 


7.12 
6.83 
6.59 
6.27 
6.09 
6.13 


Source: Bollettino of the Bank of Italy. 


NEW ISSUES OF INDUSTRIAL SECURITIES AND MORTGAGE BONDS 
(millions of lire) 


Table 














Debentures of Institutes for 
medium and long-term | 
credit 


Stock Companies 
ao he Total 


Debentures 


Share 
. | OC 1938 


2 call -_ 
lire (a) 


— 
lire (a) 


Current | 


Curre :t 
lire | lire (a) 


lire 
1,697 
2,072 
498 
9493 
62,146 
86,104 
89,580 
65,520 
79,700 


1938 | Current 


Current 
lire | lire (a) | lire 





348 
451 
121 
418 
286 
673 
908 
976 
896 


2,077 
2,451 

162 

768 
1,533 
2,702 
4.722 
2,978 
2,457 


348 | 
47° | 
2,484 | 
12,059 
14,728 
36,614 
46,926 
47,885 
50,000 


2,077 
2,556 
3323 
22,147 
79,050 
147,076 
244,093 
146,083 
137,100 


32 
13 
17 
21 
42 
448 
2,081 
666 
133 


1,697 
1,987 
24 
329 
1,205 
1,582 
15733 
1,336 
1,428 


32 

14 

34! 
595 
2,176 
24,358 
107,587 
32,678 
7,400 


1938 
1939 
1945 
1846 
1947 
1948 
1949 
1950 
195! | 

















| 
| 
| 
' \ 


(a) The conversion of current lire in 1938 lire has been made on the basis of wholesale price index as calculaied by the Central 
Institute of Statistics. 

Source: Report of the Governor of the Bank of Italy for 1950, and Report on Italy's Economic Situation in 1951 submitted 
to the Parliament by the Ministry of the Treasury, On. Giuseppe Pella, March 31, 1952. 
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Table Q 
CAPITAL, SHARE PRICES, AND DIVIDENDS OF SOME ITALIAN COMPANIES citetninetl ON STOCK EXCHANGES 





— | Last Dividend Price of | Peree®- | 
Nominal | tage of | 
value _— | shares at | Jast divi- 
Companies | (thousands of f st March 31,| dend on | 

| mares | = Date of Amount price at 

lire) (lire) | ’ | 1952 (b) | 

payment (lire) | (lire) March 31> 
1952 





| Face Capital 








Financial ad Insurance 


Finmare - Soc. Finanz. Marittima. . . . 18,000,000 | 500 29.12.51 515 6.31 
Strade Ferrate Meridionali (Bastogi). . . . 17,500,000 1,000 2. 7. 1,504 4-99 
S.T.E.T. - Soc. Torinese Eserc. Telefonici . . 20,000,000 2,000 5. 9. | 2,710 5-54 
La Centrale. - - +. +© «© «© «© « «© | 9,800,000 | 4,000 25. I. 6,550 4.89 
Pirelli & C. a oe See ere ee ee ee 288,000 100 32. 3. - 955 | 5.24 
Assicurazioni Generali . . . - - + + | 6,000,000 3,000 | 2. 7 1 8,240 2.43 


Riunione Adriatica di Sicurta . . . «© « | 2,880,000 | 1,500 9. 7: (2)| 3,380 2.22 





Textiles 


Snia Viscosa oe ee” a a ee ee 21,000,000 
Chatillon - Soc. Ital. Fibre Tessili Art. . ~. | 5,500,000 
De Angeli - Frua . . ae aa 6,000,000 
Linificio e Canapificio Nazionale oe 3,400,000 
Cotonificio Vittorio Olcese . . . « «© «+ | 2,000,000 
Cucirini Cantoni Coats. . . . +. « « 2,000,000 
Cotonificio Cantoni. . - «+ «+ «+ | 1,200,000 
Manifatture Cotoniere Meri: dionali oe ae 2,880,000 
Lanificio Rossi. . i. «* ¢& in § Sa 
Manifattura Lane in Borgosesia as « «© «© © See 


2,508 | 8.97 
2,725 
2,550 
1,098 
3°740 
8,160 
18,030 
988 
12,000 
12,200 


Nee 





-ut tv wb pbui 
ViVi VII I 


so 


Minerals, Metals and Engineering 


Monte Amiata . . a a oe 984,000 
Stabilimento Minerario del Sicle a ee 494,208 
Finsider AC Bi. . . i ere 14,400,000 
Ilva Alti Forni e Acciaierie a Italia Gar wee ey 7,500,000 
Pelime «5 2s © © © © 6 © 4,500,000 
Terni oe Se! aoe le eo TS 
F.I.A.T. ac ea ae ae ae nr Nae eee 36,000,000 


2,530 

2,012 
731 
315: 

3-440 


Vivi covivi 
vVvrevivi Vi 
oo 


+ 


514 
Electrical 


eh a a a aa ae a 75,000,000 
CLEL « oe) et "sa ee 16,000,000 
Soc. Adriatica di Flettricita a ee ee ee ea 28,000,000 
S.LP. - Soc. Idroelettrica Piemonte. . 37,399,999 
Vizzola - Soc. Lombarda Distr. Energia Flettrica 15,960,000 
Soc. Meridionale di Elettricita . . . . . 30,240,000 
Soc. Elettrica Selt- Valdarno . . . . . 15,600,000 
Soc. Romana di Elettricita . . +. + ~« + | 15,600,000 
Soc. Telefonica Tirrena - Serie A 
Soc. Telefonica Tirrena - Serie B 
Italcable eee a ae. a ee 4,200,000 


Foodstuffs 


Eridania - Zuccherifici Nazionali . - ~- + | 3,300,000 ; » Si 5 | 14,400 
Soc. Italiana Industria Zuccheri. . - - ~ | 2,700,000 d . 5 ‘ | 6,650 


1,982 
2,120 
1,028 
1,210 
2,235 
1,006 
32485 
3475 
2,675 
2,680 
35305 


9,000,000 


Vit Sb SPnun ts fSNww 





Chemicals 


Montecatini. . ae a ee ee 56,000,000 | . a go2 
A.N.LC. - Azienda Naz. Idr. Combustibili. . 7,200,000 | » 2 183. 
Societa ‘eslione perilGas . . . « «+ «+ | 11,000,000 ~ Fe i 24 








Sundry 
Soc. Gen. Immobiliare . . 2 6,867,500 
Istituto Romano deci Beni Stabili ee % 4,098,300 
Pirelli Soc. per Azioni. . . - - « 14,400,000 
SR ee ee ae 4,000,000 
Cartiere Burgo . - - «© «© «© «© «+ « | 4,800,000 


(1) On shares a nominal value 
(2) On shares nominal value 
(3) On shares nominal value 
(4) On shares a nominal value 
(5) On shares a nominal value 








Banca Nazionale 





















Table R 
DEPOSITS AND CURRENT ACCOUNTS IN ITALIAN ORDINARY BANKS AND POSTAL SAVINGS BANKS 


' 


























Ordinary Banks. (a) | “Postal Savings Banks J 
. Current’ , Current . | ; 
Deposits xe Total Deposits Accounts Total | ees 
End of period —— - —— | —______ - _—— — | deposits 
Mil- | Index | Mil- | Index | Mil- | Index | Mil- | Index | Mil- | Index| Mil- | Index | aaian of 
liards | num- | liards | num- | liards | num- | liards | num- | liard | num- | liards | num- | ordinary 
of lire| bers | of lire bers | of lire! bers | of lire} bers | of lire| bers | of lire| bers Banks 
} | | | 
1938 38); 1 17 I 55 si wi fs I.1 I 30 I 54-7 
| 1945 240 | 6 166 9 406 7 2 3 13 12 105 3 25.8 
| 1946 368 10 | 330] 20 698; 12 | I40 5 25 23 165 5 | 237 
1947 528 | 14 | 485| 28 1,014) 18 | 199 6 33 30 | 232 8 | 229 
1948 | 805 a1 | ggasi @ 1,520! 27 | 342 12 51 46 380 I2 | 25.0 
| 1949 | 1,016 27 | 933 55 1,949, 35 | 522 18 | 135 122 657 22 | 33-7 
| 1950 | 1,172 31 | 1,063] 62 2,235| 41 | 689 | 24 128 116 816 | 27 | 36.5 
1951 - March |} 1,180 | 31 1,091 64 2,271 41 | 715 2 137 124 852 28 | 37.5 
| Junee |1,188 | 31 | 1,090| 64 | 2,278! qr | 731 | 25 | 152 | 138 | 883 | 29 | 38.8 
September | 1,257 | 33 | 1,179| 69 2,436} 44 | 755 26 143 130 | 898 30 | 36.9 
| December | 1,364 36 | 1,324] 78 2,688 49 764 26 160 145 | 924 31 34-4 
1952 - January = 1,385 | 36 | 1,312) 77 | 2,697! 49 | 785 | 27 163 148 | 948 | 32 35-2 
| February | 1,401 | 37 | 1,328! 78 2,729| 50 | 791 27. | 162 147 953 32 | 34-9 
| March hoe 37 | 15355| 80 | 2,775| 50 | 834 | 29 | 149 | 135 | 983 | 33 35-4 
| | | | 


(a) Public Law Credit Institutes, Banks of National Interest, Ordinary Credit Banks, People’s Co-operative Banks, Savings 
Banks and Pledge Banks of 1st Category. 

(b) Inter-bank current accounts are excluded. 

Source: Bollettino of the Bank of Italy. 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS OF ITALIAN BANKS (a) 
(millions of lire) Table S$ 


= 


























New Series (b) 
Items ae : a eae a ee 



















































| 31.12.48 | 31.12.49 | 31.12.50 z 31. “3°51 | endian | 31.12.51 | 31.3-52 | 
es a we on | 
Amounts outstanding 
Deposits and current accounts . . .| 1,520,278 | 1,948,720 | 2,234,906 | 2,271,054 | 2,278,302 | 2,686,037 | 2,776,883 
Cash and sums available at sight . .| 169,048) 228,140| 221,621 178,859 | 171,502 294,938 | 224,778 | 
Fixed deposits with the 7 and | 
other Institutions . . . . . «| 177,748| 265,898| 280,417| 275,475| 281,552 342,529 392,791 | 
Government Securities (Cc). . . . «| 414,200| 427,761) 545,755| 576,213) 570,945| 645,494 (e)| 703,467 | 
Credits to clients (4) . . . . ~ «| 1,129,196 | 1,473,679 | 1,772,344 | 1,824,318 | 1,889,950 | 2,107,101 =| 2,159,509 | 
Index Numbers: 31-12-1948 = 100 
Deposits and current accounts . . . 100 6|~—s: 128.2 147-0 149-4 149-9 | 176.8 182.6 | 
Cash and sums available at sight . . 100) =| «134.9 131.0 | 105.8 101.5 | 174.5 133-0 
Fixed deposits with the aie and 
other Institutions . . . . * wl 100 149-4 | 157-7 155-0 158.4 192.7 221.0 
Government Securities (Cc). . . . .| 1090 | 103.2 | 131.7 | 139.1 | 137.8 | 155.8 | 174.0 
Credits to clients (d) . . . . . .| 100 130.5 | 156.9 | 161.6 | 167.4 | 186.6 191.2 
% of deposits and current a/cs 
Deposits and current accounts . . .| — _ _ — ~ 4 sail fai 
Cash and sums available at sight . . II.1 11.7 9-9 7.9 7-5 | 10.9 8.0 
Fixed deposits with the — and | | | 
other Institutions . . . . » «| ILe7 136 | 12.5 | 12.1 | 12.4 | 12.7 14.1 
Government Securities (Cc). . . . «| 27-2 | 21-9 | 24-4 | 25.4 | 25.1 | 24.0 25.3 | 
Credits to clients (4d)... ... 74.2 | 75-6 | 79.3 | 80.3 82.9 | 78.4 | i 





(a) The data refer to 365 banks (commercial and savings banks) which hold about 99°% of the total deposits collected by all 
Italian banks. 

(b) The Bank of Italy has revised the quarterly series on banking assets, beginning from December 1948, For back figures 
(old series) see, Kecent Banking Developments in Italy, this Review, No, 11, October-December 1949, pp, 230-231. 

(c) Treasury bills and other Government securities. Nominal value. 

(d) Includes: bills on hand, rediscount at the Bank of Italy, contangoes, advances, current accounts, credits abroad, loans 
recoverable on salaries, credits on note of hand, mortage, loans, current accounts with section for special credits, non-Government 
seourities, participations. 

(e) Provisional. 
Source: Bollettino of the Bank of Italy. 




































Statistical Appendix 63 
j ITALIAN BUDGET SUMMARY 
| (milliards of lire) Table T 
a 2 Revenue Expenditure Deficit a 
Assessed | Obbligated Obbligated 
eee Collected |—— : —— ee eee : ae Cash 
— - as 
Current paneer" (a) Current | Movement | (a) | Current sGovement | Total 
of capital | of capital of capital 
1938-39 28 3 tee 40 2.8 eee — 12) + o2|— 11.8 eee 
1946-47 352 335 668 932 303 874 | — 580 | + 31 | — 549 — 206 
1947-48 | 828 200 822 1,547 262 1,327 | — 719 |— 66 | — 785 — 205 
1948-49 | 1,015 45 1,020 1,519 98 1,440 — 5054 |— 53 |— 557 — 402 
1949-50 | 14449 344 1,603 1,771 213 1,687 | — 322 | + 131 | — 191 — 
|1950-51 | 1,676 247 1,617 1,853 | 341 1,776 — 177 |— 94 |— 271 — 159 
}1951-52(b)| 1,483 147 —* 1,864 188 ee — 38: |— 41 — 422 -- | 
| 1952 53(c)| 1,704 40 2,132 | = 109 — 428 |— 69 | — 497 
(a) Current revenue and movement of capital; on year account and arrears. (b) Estimates at March 31, 1952. (c) Estimates. 
Source: Conto riassuntivo del Tesoro, 
CURRENT REVENUE BY MAIN CATEGORIES (a) Table U 
|. SRee-stegs at bet FS 7 
Sources Increase 





1. - Revenue from Taxation 


I. 


Recurrent revenue 


— Direct Taxes . 


— Indirect taxes on trans 


actions (b) . 


— Custom duties and consumption taxes 


ed products 
Lotteries 


3. - Revenue from Interim-Aid, E.R.P., 


Funds 


Sundry revenue 


2. - Other Revenue (c) . 


. Non recurrent revenue 


Consumption taxes on State monopglis- 


M.S.A. 


Total 


Millions of lire 
| 


% 








Millions of lir: 








% 








(in millions of lire)! 











203,800 | 34.0 | 235,050 13.8 + 31,250 
444,904 | 30.6 518,594 39-3| + 73,690 
298,970 | 20.6 334,321 19.6 + 355351 
224,380 15-4 | 2545740 15.0 + 30,360 
21,600 | 1.4 | 25,700 1.6 + 4,100 
22,500 | 1.6) 37,500 2.2} + 15,000 

1,216,154 | 83.6 | 1,405,905 82.5| + 189,751 

| 62,160 4-3 | 102,250 6.0; + 40,990 

| 1,278,314 87.9 1,508,155 88.5 + 229,841 
56.457 | 3-9) —75,676-1 | 4g) + 19,2189 © 

1,334,771 | 91.8 1,583,831.1 92.9 + 249,059.9 

120.000 | 8.2 120,000 7.1 — 

1,454,771 | 100.0 1,703,831.1 100.0 + 249,059.9 


* (a) Assessed revenue and pledged expenditure. Estimates at the beginning of the financial year. 


(b) Turnover tax (which accounts for about 60% of the group), taxation of succession, stamp duty, etc. 
(c) Net income from the national estate and from autonomous public corporation (railways, postal service, etc). 
Source: See Table A, pag. 56. 


ITALIAN 


DOMESTIC PUBLIC DEBT 
(milliards of lire - Index Numbers, 1938= 100) 


Table V 











Redeemable 





Floating debt 








| Total of domestic 

















Consolidated | ee — 
| and others debt \Interest| Ad- | Total | Trea- public debt 
End — —- Trea- lbearing | vances | —| sury a coredn - 
of period 2 _ | sury |current | bythe : 
. site LN, | oa LN, | - | ac- | Bank Asneuas| Se | Amount I. N, 
| | counts of Italy| | 
| | | 
1938 - June 53 100 | 49 | 100 | 9 20 | 1 | 30 | 100 1.5 | 133-5 100 
| 1947 -  » 53 | 100 | 429 | 875 | 279 | 188 | 366 | 833 | 2,777 | 69 | 1,321.9 990 
1948 -  » 53 | too | 419 855 | 483 | 295 | 473 | 1,251 45170 | 7-1 1,730.1 1,296 
: } %949- » 53 100 | 392 | 800 | 744 | 479 | 470 | 1,693 51643 | 8.4 | 2,146.4 1,608 
1950- » 53 100 | 586 | 1,196 719 | 628 | 490 1,837 6.123 | 9.0 | 2,486.0 1,862 
' | 951- » 53 100 | 691 | 1,410 | 820 744 | 471 2,035 6,783 9-0 | 2,788.0 2,088 
» - September 53 100 | 687 | 1,402 | 860 771 | 471 2,102 6,007 | 10.0 2,852.0 2,136 
» - December 53 100 | 682 | 1,392 | 862 756 | 471 2,089 6,963 | 10.5 2,834.5 | 2,123 
1952 - January 53 100 682 | 1,392 | 882 786 | 471 2,139 7-130 | 10.5 2,884.5 2,161 
» - February 53 100 | 682 | 1,392 | 892 | 78: 471 2,144 7,147 | 10.5 2,889.5 | 2,164 
» = March 53 100 | 829 | 1,681 926 | 792 471 2,189 | 7,296 | 10.6 3,081.6 2,224 





Source: Conto riassuntivo del Tesoro. 
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Table R 
DEPOSITS AND CURRENT ACCOUNTS IN ITALIAN ORDINARY BANKS AND POSTAL SAVINGS BANKS 








= ——— =— — —————=== 


Ordinary Banks (a) | 7 ‘Postal ‘Savings Banks 


Current Current Total | Percent 


. ; | iil 
Deposits Accounts (b). | Total | Deposits Senses bot se 
End of period cn! A i | Soense | 
Mil- | Index | Mil- | Index | Mil- | Index | Mil- | Index | Mil- | Index| Mil- | Index | ,°S?* as 


| liards | num- | liards | num- | liards | num- | liards | num- | liard | num- | liards | num- | ordinary | 
of lire| bers | of lire) bers | of lire) bers | of lire} bers | of lire) bers | of line) bers | Banks 


' 
| 

















1938 38 | I 17 I 55 I 
1945 240 | 6 166 9 406 7 13 105 
1946 368 | 10 330} 20 698; 12 140 25 165 
1947 } 528 | 14 | 485| 28 1014! 18 | 199 33 232 
1948 | 805 21 | 715] 41 1,520| 27 | 342 51 380 
1949 | 1,016 7-1 - oe 55 1,949 35 | 522 135 657 
1950 31 | 1,063] 62 2,235| 41 689 128 816 
1951 - March | 31 1,091; 64 2,271); 41 | 715 137 852 
Junee 31 1,090; 64 2,278; 41 731 | 152 883 
September | 33 | 14179] 69 2,43 44 | 755 143 898 
December | 36 1,324| 7 2,688, 49 764 160 924 
1952 - January = 1,385 | 36 | 1,312) 77 | 2,697) 49 | 785 | 163 | 948 
February | | 37 | 1,328! 78 7 50 | 791 162 953 
March 37. | 1,355| 80 7 50 834 149 | 983 


| 


NRYI 


[s) 





VPP DON DAWU NWI 
+~ONe-O COUNT O)ON OONT 


Ww ww wwwww wn 





(a) Public Law Credit Institutes, Banks of National Interest, Ordinary Credit Banks, People’s Co-operative Banks, Savings 
Banks and Pledge Banks of 1st Category. 

(b) Inter-bank current accounts are excluded. 

Source: Bollettino of the Bank of Italy. 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS OF ITALIAN BANKS (a) 
(millions of lire) Table $ 

















New Series (b) 





31.12.49 31.12.50 |. 313-51 | spies 31.12.51 


— - | |— — 
| | 








Amounts outstanding 


Deposits and current accounts . . .| 1,520,278 | 1,948,720 | 2,234,906 | 2,271,054 | 2,278,302 | 2,686,037 2,776,883 
Cash and sums available at sight . .| 169,048) 228,140| 221,621) 178,859) 171,502] 294,938 224,778 
Fixed deposits with the Treasury and | 

other Institutions . . . . . . .| 177,748| 265,898| 280,417/ 275,475| 281,552, 342,529 392,791 
Government Securities (c). . . . .| 414,200! 427,761 5459755 | 576,213) 570,945 | 645,494 (e) 703,467 
Credits to clients (d) . . . . . .| 1,129,196 | 1,473,679 | 1,772,344 | 1,824,318 | 1,889,950 | 2,107,101 2,159,509 


Index Numbers: 31-12-1948 = 100 


Deposits and current accounts : | 128.2 147-0 149-4 g | 176.8 182.6 
Cash and sums available at sight . . 134-9 131.0 | 105.8 : 174-5 i 133-0 
Fixed deposits with the sated and | 

other Institutions . . . . —" 149.4 157-7 155-0 55. 192.7 221.0 
Government Securities (c). . . . .| | sega | 232.7 | "99.2 | 7. 155-8 | 174-0 
Credits to clients (d) . . . ... | 130.5 | 156.9 | 161.6 | . 186.6 191.2 


% Of deposits and current a/cs 


Deposits and current accounts . . | _ — _ _ _ 
Cash and sums available at sight . | II.1 11.7 9-9 Q | 5 | 10.9 8.0 
Fixed deposits with the —_— and 

other Institutions . . . . 1.7 | 13.6 | 125 12.1 | 12.4 | 12.7 14.1 
Government Securities (c). . . . - 27.2 ma (i 24-4 25-4 25-1 | 24.0 25-3 | 
\Credits to clients (d) . . . ...| 742 | 75.6 | 79.3 | 80.3 | 82.9 78.4 | i 


(a) The data refer to 365 banks (commercial and savings banks) which hold about 99°% of the total deposits collected by all 
Italian banks. 

(b) The Bank of Italy has revised the quarterly series on banking assets, beginning from . :ember 1948, For back figures 
(old series) see, Kecent Banking Developments in Italy, this Review, No, 11, Dctober-December 1949, pp, 230-231, 

(c) Treasury bills and other Government securities. Nominal value. 

(d) Includes: bills on hand, rediscount at the Bank of Italy, contangoes, advances, current accounts, credits abroad, loans 
recoverable on salaries, credits on note of hand, mortage, loans, current accounts with section for special credits, non-Government 
seourities, participations. 

(e) Provisional. 

Source: Bollettino of the Bank of Italy. 









































Statistical Appendix 63 
ITALIAN BUDGET SUMMARY 
(milliards of lire) Teble T 
[ Revenue | Expenditure. : y Deficit a 
Assessed | Obbligated Obbligated 
oe Collected |—— en en eee _—— Cash 
— il as 
Current | Movemet (a) Current | Movement | (@) | Current | Movement) pota 
of capital of capital of capital 
| 1938-39 28 3 ae 40 2.8 | “<< t= he. “el se Ks 
1946-47 352 335 668 932 303 874 — 580 | + 31 — 549 — 206 
1947-48 828 200 822 1,547 262 1,327 — 719 |— 66 — 785 — 205 
1948-49 | 1,015 45 1,020 1,519 98 1,440 — 50944 |— 53 |— 557 — 402 
'1949-50 | 1,449 344 1,603 | 15771 213 1,687 | — 322 | + 131 | — 191 = Os 
(1950-51 | 1,676 247 1,617, | 1,853 | 341 1,776 | — 177 |— 94 |— 271 | — 159 
|1951-52(b)| 1,483 147 -- | 1,864 | 188 ge — 38: |— 4: — 422 + | 
| 1952 53(c)| 1,704 40 | segs | top — 428 |— 69 | — 497 
(a) Current revenue and movement of capital; on year account and arrears, (b) Estimates at March 31, 1952. (c) Estimates. 
Source: Conto riassuntivo del Tesoro, 
CURRENT REVENUE BY MAIN CATEGORIES (a) Table U 
| _ 1951-1952 1952-1953 
Sources Increase 





1. - Revenue from Taxation 
1. Recurrent revenue 
— Direct Taxes. . . 


— Indirect taxes on transactions (b) . 
— Custom duties and consumption taxes 
— Consumption taxes on State monopglis- 


ed products 
— Lotteries 
— Sundry revenue 


2. Non recurrent revenue 


2. - Other Revenue (c) . 


3. - Revenue from Interim-Aid, E.R.P., M.S.A. 


ae 


Total 


Millions of lire 


x Millions of lir: % 














(in millions of lire) 








| 
| 
| 








203,800 14.0 | 235,050 13.8 + 31,250 
444,904 30.6 518,594 39-3| + 73,690 
298,970 20.6 334,321 19.6 + 35,351 
224,380 15-4 | 254,740 15-0 + 30,360 
21,600 1.4 | 25,700 1.6 - 4,100 
___ 22,500 | 1.6 | 37,500 2.2 + 15,000 
1,216,154 83.6} 1,405,905 82.5! + 189,751 
: 62,160 4-3 | 102,250 6.0; + 40,990 

1,278,314 87.9) 1,508,155 88.5) + 229,841 

ee ee 

1,334,771 91.8 1,583,831.1 92.9 + 249,059.9 

120.000 |} 8.2 120,000 7.1 _ 
1,454,771 100.0 1,703,831.1 | 100.0 + 249,059.9 


+ (a) Assessed revenue and pledged expenditure. Estimates at the beginning of the financial year. 
(b) Turnover tax (which accounts for about 60% of the group), taxation of succession, stamp duty, etc. 
(c) Net income from the national estate and from autonomous public corporation (railways, postal service, etc). 


Source: See Table A, pag. 56. 


ITALIAN 


DOMESTIC PUBLIC DEBT 
(milliards of lire - Index Numbers, 1938= 100) 


Table V 








== 
| Consolidated 


Redeemable 





Floating debt 


— 
































= —— | Total of domestic 
and others debt [Interest | Ad- | Total Trea- public debt 
End 7 i ——| Trea- |bearing | vances ee) ee © - 
of period " | sury |current | bythe | 
” | al | ak bi) os Mae. | Bank | Amount) I.N, | "0S! Amount | 1.N, 
| counts [of Italy| | 
| | 
1938 - June | 53 100 | 49 | 100 9 20 1 | 30 soo | 2.5 | 133-5 100 
1947 -  » | 53 | roo | 429 | 875 | 279 | 188 | 366 | 833 | 2,777 | 69 | 1,321.9 990 
1948 - » 53 | 100 | 419 855 | 483 | 295 | 473 | 1,251 | 4,170 7-1 1,730.1 1,296 
1949 » 53 100 | 392 | 800 | 744 479 470 | 1,693 | 5,643 8.4 2,146.4 1,608 
1950- » 53 | roo | 586 | 1,196 | 719 628 490 1,837 6.123 9-0 2,486.0 1,862 
1951 - » 53 100 | 691 | 1,410 | 820 744 471 2,035 6,783 9-0 | 2,788.0 | 2,088 
» - September 53 100 | 687 | 1,402 | 860 771 | 471 2,102 6,007 | 10.0 | 2,852.0 2,136 
» = December 53 100 682 | 1,392 | 862 756 471 | 2,089 | 6,963 | 10.5 2,834.5 | 2,123 
1952 - January 53 100 682 | 1,392 | 882 | 786 471 | 2,139 | 7.130 | 10.5 2,884.5 2,161 | 
» - February 53. | 100 682 | 1,392 | 892 78: 471 | 2,144 7,147 | 10.5 2,889.5 2,164 | 
» - March 53 100 829 | 1,681 926 | 792 471 | 2,189 7,296 | 10.6 3,081.6 | 2,224 | 
! 





Source: 





Conto riassuntivo del Tesoro. 
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CURRENT BUDGET EXPENDITURE, BY MAIN CATEGORIES Table W 























1938-39 | 1949-50 | 1950-51 | 1951-52 | 1952-53 
x - ms , ee ee ee | 
| | | | { 
millions millions millions | millions | | millions ‘ 
of like | % of lire | of lire | % of lire | of lire | 
j — | - ” 7 _ — — ¥ ' | j | _— 
| | | | | | | 
Service of public debt . . . . . 6,775 17--| 99,585 5.8} 102.289 5-3) 108,892 | 6.-| 130,921 6.1 j 
| State’s general charges (a) . 1,214 3--| 48,633 2.8) 63,241 3-3] 97,618 | 5-3| 135,602 6.4 


| 
| 
j 
Services of the Finance, Treasury and | 
Budget Ministries | 1,612 | 4.-| 86,687 | 5-1) 94,793 4-9| 94,988 | 5.2} 98,602 4.6 
| 






































| Expenditure connected with re- | | | 
Ww Ge 4 6 se 8 wh we OS 877 2.2} 32,021 1.9} 37431 1.9} 38,557 2.1| 44,752 2.2 
«ee ee we eo 595 1.5} 36,554 2.1; 40,529 | 2.1) 43,004 2.3| 43352 | 2.0 
POE ttt te we we ee SE | 35-3] 271,849 | 15-9] 372,433 | 19-3, 389,861 ne 463,879 | 21.7 
Puree Wilke] «©. ...s«] aeg@e | 6.2| 267,730 15-6 373,850 | 19.3) 287,611 15.6} 317,379 | 14.9 
Economic services (d) . . . «. 2,383 | 6.-| 156,249 9-1] 93,539 4-3) 63,046 3-4| 103,203 | 4.8 
| Education . . 2,149 5-4) 167,176 9.8} 180,642 9.3| 186,355 css, 205,665 9.6 
Ex-Italian colonies . . . . . . . | 33847 9-7| 16,991 I.-| 15,422 0.8) 11,712 0.6 11,109 | 0.5 ' 
Social Assistance . .- . . . ~ «| 907 2.3} 103,136 6.-| 110,880 5-7) 107,025 5-9} 133,871 | 6.3 
Services abroad (€). . . . . - «| 296 °-7| 12,147 0.7| 13,374 | 0.7} 13,877 0.8| 14,544 | ©7 
| ne we Oo ee Se Aw Ss 1,227 | 3-1] 93,300 5-4 109.944 | 5 105,658 53 104,911 | 4.9 
War pensions ....-+.. . 829 | 2-1] 57,230 3-3| 87,435 | +5) 90,532 5-1! 94,532 | 4-4 
| Expenditure for Albany . . . . . | 484 | 1.2 — = | —_ |— | —_ — | —_i- 
| Regional and local finance . . . . | 45 0.1} 86,438 | 5.-| 122,803 | 6.4} 66,619 3-8} 107,239 | 5-- 
Contributions to autonomous Admini- | | | 
strations (fF) 2 1 2 2 te tw —- |—- 70,679 | 4.1} 56,371 | 29) 54434 | 3| 48,065 | 2.3 
War charges . 2 2 2 se te -- — | 35.287 2.1 14,304 0.8} 11,202 0.6| 12,602 | 0.6 
Peace weety . . 2 2 6 2 ee | oe wi 68,024 4--| 38,802 | 2.-| 48,835 | 2.7| 48,716 2.3 
| Subsidies (g). . . 2... a . —_ ee | =| ic bow?) —eme) of 
| Sundry. . . + 2 «+ - renga 74 | 0.2| 3,886 0.3] 8,930 | 0.4} 3949 | 9-2 3,072 | o.1 
| | 39,853 ‘to0.15714,202 100.-|1,935,012 |100.~|1,832,773 Gh perpen soe 
| 





(a) Funds ear-marked for raising Staff salaries etc.; expenses for Presidential Bureau of the Republic, Presidential Bureau 

















of the Council of Ministers, Legislative Assemblies; expenses for internal Administration; reserve funds for unforeseen expenses; 
expenses for religious services; fire-brigade services and protection of the civilian population; etc. 

(b) Restitutions and reimbursements; Government and other lottery prizes; etc. 

(c) War loss reparations; roads (grants to the National Autonomous Road Corporation (Azienda Nazionale Autonoma Stra- 
dale); upkeep of public works; land-reclamation works; allocations to the Cassa del Mezzogiorno (100 billion lire for the financial 
year 1951-52 and 8o billion for the financial year 1952-53); annuities due to the INA-CASE Administration (subsidised housing). 

(d) Land-reclamation works, grants in aid of land improvement works; enlargement of the program of ship-building for the 
merchant marine; transports; agriculture and forests; public entertainments; information service; tourist activities; Government grant 
to to the « Fund for the training of skilled workers »; etc. 

(e) Diplomatic and Consular representation; cultural relations with foreign countries, etc. 
(f) Mainly to the railway system. 
(g) Wheat. 


Source: Report on Italy’s Economic Situation, submitted to the Parliament by the Minister of the Treasury, On. Giuseppe 






Pella, March 31, 1952, and Preliminary Note to the Estimates for the financial year 1.V11.1952-30.V1.1953, Aiti parlamentari, 
Camera dei Deputati, Doc. XIll. 
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